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DIRECT TESTIMONY

OF
WILLIAM STEVEN SEELYE

1 I. INTRODUCTION

2

3 Q. Please state your name and business address.

4 A. My name is William Steven Seelye and my business address is The Prime Group, LLC,

5 6001 Claymont Village Drive, Suite 8, Crestwood, Kentucky, 40014.

6 Q. By whom are you employed?

7 A. I am a senior consultant and principal for The Prime Group, LLC, a firm located in

8 Crestwood, Kentucky, providing consulting and educational services in the areas of

9 utility marketing, regulatory analysis, cost of service, rate design and depreciation

10 studies.

11 Q. On whose behalf are your testifying?

12 A. I am testifying on behalf of Big Rive-rs Electric Corporation (“Big Rivers”).

13 Q. Please describe your educational background and prior work experience.

14 A. I received a Bachelor of Science degree in Mathematics from the University of

15 Louisville in 1979. I have also completed 54 hours of graduate level course work in

16 Industrial Engineering and Physics. From May 1979 until July 1996, I was employed

17 by Louisville Gas and Electric Company. From May 1979 until December 1990, I held

18 various positions within the Rate Department of Louisville Gas and Electric Company.

19 In December 1990, I became Manager of Rates and Regulatory Analysis. In May

20 1994, I was given additional responsibilities in the marketing area and was promoted to

21 Manager of Market Management and Rates. I left Louisville Gas and Electric
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Company in July 1996 to form The Prime Group, LLC, with another former employee

2 of the Company. Since then, we have performed cost of service studies, developed

3 revenue requirements and designed rates for well over 100 investor-owned, cooperative

4 and municipal utilities across North America. A more detailed description of my

5 qualifications is included in Exhibit Seelye- 1.

6 Q. Have you ever testified before any state or federal regulatory commissions?

7 A. Yes. I have testified in over 60 regulatory proceedings in 12 different jurisdictions,

8 including the federal Energy Regulatory Commission (“FERC”), regarding revenue

9 requirements, cost of service or rate design. A listing of my testimony in other

10 proceedings is included in Exhibit Seelye-1.

11 Q. Have you developed rates for electric cooperatives?

12 A. Yes. I have developed rates for a number of generation and transmission cooperatives

13 (“G&T cooperatives”), including Hoosier Energy, South Mississippi Electric Power

14 Association, Big Rivers Electric Corporation, Southern Illinois Power Cooperative,

15 Corn Belt Power Cooperative, Brazos Electric, and East Kentucky Power Cooperative,

16 Inc. I have also supervised the preparation of cost of service studies and the

17 development of rates for over 100 electric distribution cooperatives.

18

19 II. PURPOSE OF TESTIMONY

20

21 Q. What is the purpose of your testimony?

22 A. The purpose of my testimony is to (i) support the cost of service study; (ii) describe the

23 proposed allocation of the revenue increase to the rate classes; (iii) describe the rate
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I design, new rates, and percentage increase by rate class; (iv) describe the proposed pro

2 forma adjustment to the Smelter TIER Adjustment Charges; (v) support proposed

3 changes to the Member Rate Stability Mechanism and Rural Economic Reserve; (vi)

4 support the Non-Smelter Non-fAC PPA; (vii) support the Midwest Independent

5 Transmission System Operator Inc. (“Midwest ISO”) Attachment 0; (viii) sponsor the

6 temperature normalization adjustment; and (ix) support certain Filing Requirements

7 from 807 KAR 5:001.

$ Q Please summarize your testimony.

9 A. Big Rivers’ proposed rates are designed to increase base rate revenues by $39,953,965,

10 which is necessary to provide Big Rivers with sufficient margins to meet the financial

11 requirements set forth in its debt agreements and to continue to provide reliable service

12 to its customers. This increase in base rates is necessary so that Big Rivers can meet its

13 Margins for Interest Ratio (“MfIR”) requirement and maintain investment grade credit

14 ratings, both as required by its debt covenants.

15 Big Rivers conducted a ftilly allocated embedded cost of service study to

16 develop rates in this proceeding. Big Rivers has three major rate classifications —

17 Rural Delivery Service (“Rurals”), Large Industrial Customer Rate (“Large

1 $ Industrials”), and two aluminum smelters (“Smelters”) served under special retail and

19 wholesale contracts (“Smelter Agreements”). The cost of service study indicates that

20 the rate of return for the Rurals is lower than the Large Industrials and the Smelters.

21 Big Rivers is proposing to take steps in this proceeding to move the rates of return for

22 the Rurals and Large Industrials closer together. Because the rates for the Smelters are

23 contractually tied to the rate for the Large Industrials, any movement toward mitigating
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1 the differential in the rates of return must be accomplished through the apportionment

2 of the revenue increase between the Rurals and Large Industrials. Therefore, Big

3 Rivers is proposing rates that will eliminate some of the differential in the rate of return

4 between the R.urals and the Large Industrials. Because the rates for the Smelters are

5 tied to the rate for the Large Industrials, Big Rivers’ proposal will also close the gap

6 between the Rurals and the Smelters.

7 Big Rivers is also proposing a rate design change to the Rurals’ rates.

8 Particularly, Big Rivers is proposing to bill the Rurals on the basis of coincident peak

9 demands rather than non-coincident peak demand. A demand charge billed on the basis

10 of coincident peak demand will send a more accurate price signal to the Rurals. Under

11 Big Rivers’ proposed rates, the Large Industrials will continue to be billed on the basis

12 of non-coincident peak demands.

13 Big Rivers is proposing to adjust the base purchased power cost used in the

14 Non-FAC PPA. Specifically, Big Rivers is proposing to reduce the Non-FAC PPA

15 from $0.00175 per kWh to $0000874 per kWh. This revenue neutral “roll in” will

16 result in a corresponding reduction in the energy charges for the three rate

17 classifications. Also, Big Rivers is proposing a new rate mechanism (which will be

18 called the “Non-Smelter Non-fAC PPA”) that will allow it to amortize any balances in

19 the Non-FAC PPA Regulatory Account for the Rurals and Large Industrials every 12

20 months rather than waiting until the next general rate case to amortize the balances.

21 The revenue adjustment sought by Big Rivers will eliminate 50 percent of the

22 TIER Adjustment Charges billed to the Smelters on a pro forma basis, which is

23 equivalent to moving the Smelters’ TIER Adjustment Charge to the middle of the
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I bandwidth. Positioning the Smelters in the middle of the bandwidth restores the

2 purpose of the TIER Adjustment, which is to allow Big Rivers to draw extra revenue

3 from the smelters if adverse conditions threaten Big Rivers’ ability to achieve a 1.24

4 TIER between rate cases. This allows the contracts with the Smelters to function as

5 envisioned when they were negotiated.

6 Additionally, Big Rivers is proposing to modify the Member Rate

7 Stability Mechanism (“MR$M”) and the Rural Economic Reserve (‘RER”) so that the

$ two mechanisms operate more seamlessly. The MRSM was implemented for the

9 purpose of distributing a $157 million Economic Reserve to the Rurals and the Large

10 Industrials to offset any net billing impacts related to the FAC and Environmental

11 Surcharge. The RER was ordered to be recorded as a regulatory liability of $60.9

12 million and used only as a credit against the rates of the Rurals once the Economic

13 Reserve is depleted. Big Rivers is proposing modifications to these mechanisms so that

14 there will not be any discontinuities in billings to the Rurals as a result of transitioning

15 from the Economic Reserve to the RER.

16 Big Rivers is also proposing a temperature normalization adjustment. Big

17 Rivers’ adjustment meets the criteria that the Commission has established in prior

1$ Orders for approval of temperature normalization.

19 Big Rivers is also requesting authorization to implement Midwest ISO

20 Attachment 0 transmission formula rate as set forth in Midwest ISO’s Open Access

21 Transmission, Energy and Operating Reserve Markets Tariff (“Midwest ISO Tariff’)

22 for service to wholesale customers under the Midwest ISO Tariff.

23
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I Q. Do you have any exhibits to your testimony?

2 A. Yes. I have prepared or supervised the preparation of the following exhibits to my

3 prepared testimony:

4 • Exhibit Seelye-l — Qualifications of William Steven Seelye

5 • Exhibit Seelye-2 — Cost of Service Study - functional Assignment and

6 Classification

7 • Exhibit $eelye-3 — Cost of Service Study - Allocation

8 • Exhibit $eelye-4 = Reconciliation of Billing Determinants

9 • Exhibit Seelye-5 = Analysis of Non-FAC PPA

10 • Exhibit Seelye-6 — Summary of Revenue Increase

11 • Exhibit Seelye-7 — Non-Smelter Non-fAC PPA

12 • Exhibit Seelye-$ — Updated Midwest ISO Attachment 0

13 • Exhibit Seelye-9 — FERC Order in Docket No. ERI 1-15-000

14 • Exhibit Seelye-10 — Temperature Normalization Adjustment

15

16 III. FILING REQUIREMENTS

17

18 Q. Have you reviewed the answers provided in Exhibits 1-47, which address Big

19 Rivers’ compliance with the historical period filing requirements under $07 KAR

20 5:00 1 and its various subsections?

21 A. Yes. I hereby incorporate and adopt those portions of Exhibits 1-47 for which I am

22 identified as the sponsoring witness as part of this Direct Testimony.

23
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1 IV. CLASSES OF SERVICE

2

3 Q. Please describe the customer classes served by Big Rivers?

4 A. Big Rivers has three major rate classifications — (i) Rural Delivery Service, (ii) Large

5 Industrial Customer Rate, and (iii) the Smelters. Rural Delivery Service is the rate

6 schedule under which Big Rivers sells power to its three distribution cooperative

7 member systems for resale to their own rural members. Therefore, Big Rivers sells

$ power at wholesale under Rural Delivery Service to its three member systems —

9 Jackson Purchase Energy Corporation (“Jackson Purchase”), Kenergy Corp.

10 (“Kenergy”), and Meade County Rural Electric Cooperative Corp. (“Meade County”) —

11 who in turn sell the power at retail to their members. The vast majority of the power

12 delivered under Rural Delivery Service is distributed to residential customers. The

13 Large Industrial Customer Rate is used to provide power to 20 large industrial

14 customers — 19 of which are served by Kenergy and one of which is served by Jackson

15 Purchase.

16 The customers served under the Large Industrial Customer Rate range in size

17 from 0.1 MW to 36.9 MW. Big Rivers also provides service to two large aluminum

18 smelters under special contracts which were approved by the Commission in its Order

19 dated March 6, 2009, in Case No. 2007-00455. The Smelter Agreements are with

20 Alcan Primary Products Corporation (“Alcan”) and Century Aluminum of Kentucky

21 General Partnership (‘Century”). The base demand for Alcan is 368 MW and the base

22 demand for Century is 482 MW. The Base Rate under the Smelter Agreements is

23 determined by applying the Large Industrial Customer Rate to a load with a 98 percent

24 load factor, plus a $0.25 per MWh adder. Thus, contractually, any base rate increase to
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I the Smelters in this proceeding wil] be determined by the demand and energy charges

2 established for the Large Industrial Customer Rate.

3 Except to the extent that any rate increase in the Large Industrial Customer Rate

4 affects the Base Rate in the Smelter Agreements, the other contTactual provisions of the

5 Smelter Agreements will be unaffected by the proposed rates in this proceeding. The

6 Smelter Agreements, approved by the Commission in connection with the Unwind

7 Proceeding, were carefully negotiated among the parties and fuliy recognize the risks

$ and benefits associated with Big Rivers continuing to provide service to the Smelters

9 and the risks and benefits of the Smelters continuing to receive service from Big

10 Rivers.

11 Q. What is the kWh sales composition of the three classes of service?

12 A. During the test year, 68 percent of Big Rivers’ total requirement sales were delivered to

13 the Smelters, 23 percent of total requirement sales were delivered to the Rurals, and 9

14 percent of total requirement sales were delivered to the Large Industrials. Thus, the

15 class comprising the two Smelters is the largest customer class served by Big Rivers.

16

17 V. COST OF SERVICE STUDY
18

19 Q. Did you prepare a cost of service study for Big Rivers based on financial and

20 operating results for the test year?

21 A. Yes. I supervised the preparation of a fully allocated, embedded cost of service study

22 based on pro forma operating results for the 12 months ended October 31, 2010. The

23 cost of service study corresponds to the pro forma financial exhibits included in Exhibit

24 Wolfram-2. The objective in performing the cost of service study is to determine the

25 rate of return on rate base that Big Rivers is earning from each rate class, which
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I provides an indication as to whether Big Riverst service rates reflect the cost of

2 providing service.

3 Q. Did you develop the model used to perform the cost of service study?

4 A. Yes. I developed the spreadsheet model used to perform the cost of service study

5 submitted in this proceeding.

6 Q. What procedure was used in performing the cost of service study?

7 A. The three traditional steps of an embedded cost of service study — functional

8 assignment, classification, and allocation — were utilized. The cost of service study was

9 therefore prepared using the following procedure: (1) costs were functionally assigned

10 (functionalized) to the major functional groups; (2) costs were then classUled as

11 commodity-related or demand-related; and then (3) costs were allocated to the rate

12 classes.

13 Q. Is this a standard approach used in the electric utility industry?

14 A. Yes.

15 Q. What functional groups were used in the cost of service study?

16 A. The functional groups identified in the cost of service study are Production and

17 Transmission costs.

18 Q. How were costs classified as energy related or demand related in the cost of

19 service study?

20 A. Classification provides a method of identif’ing the appropriate cost driver for each

21 functionally assigned cost so that the service characteristics that give rise to the cost can

22 serve as a basis for allocation. Costs classified as energy related tend to vary with the

23 amount of kilowatt hours consumed, fuel and purchased power expenses are examples
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I of costs typically classified as energy costs. Costs classified as demand related tend to

2 vary with the capacity needs of customers, such as the amount of generation or

3 transmission equipment necessary to meet customer& needs.

4 Production plant costs are classified as demand-related in the cost of service

5 study. Production operation and maintenance expenses are classified using the FERC

6 Predominance Methodology. Under the FERC Predominance Methodology,

7 production operation and maintenance accounts that are predominately fixed, i.e.

8 expenses that the FERC has determined to be predominately incurred independently of

9 kilowatt hour levels of output, are classified as demand-related. Production operation

10 and maintenance accounts that are predominately variable, i.e., expenses that the FERC

11 has determined to vary predominately with output (kWh), are considered to be energy

12 related. The predominance methodology has been accepted in FERC proceedings for

13 over 25 years and is a standard methodology for classifying production operation and

14 maintenance expenses. For example, see Public Service Company ofNew Mexico, 10

15 FERC ¶ 63,020 (1980), Illinois Power Company, 11 FERC ¶ 63,040 (1980), Detmarva

16 Power & Light Company, 17 FERC ¶ 63,044 (1981), and Ohio Edison Company, 24

17 FER.C ¶ 63,068 (1983). The Predominance Methodology has also been used in the cost

1$ of service studies submitted by Kentucky Utilities and Louisville Gas and Electric

19 Company in Case Nos. 2003-00433, 2003-00434, 2008-000251, 2008-00252, 2009-

20 00548, and 2009-00549 and by East Kentucky Electric Power Cooperative in Case No.

21 2008-00409.

22 Transmission plant costs and transmission operation and maintenance expenses

23 are classified as demand-related in the cost of service study. This is the same
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methodology used to classify’ these costs in the Midwest ISO’s FERC-approved

2 Midwest ISO Tariff under which transmission service by Big Rivers is provided.

3 Q. Have you prepared an exhibit showing the results of the functional assignment

4 and classification steps of the cost of service study?

5 A. Yes. Exhibit Seelye-2 shows the results of the first two steps of the cost of service

6 study — functional assignment and classification.

7 Q. In your cost of service model, once costs are functionally assigned and classified,

$ how are these costs allocated to the customer classes?

9 A. In the cost of service model used in this study, Big Rivers’ test-year costs are

10 functionally assigned and classified using what are referred to in the model as

11 “functional vectors”. These vectors are multiplied (using scalar multiplication) by the

12 various accounts in order to simultaneously assign costs to the functional groups and

13 cost classifications (demand and energy). Therefore, in the portion of the model

14 included in Exhibit Seelye-2, Big Rivers’ accounting costs are functionally assigned

15 and classified using the explicitly determined functional vectors identified in the

16 analysis and using internally generated functional vectors. The explicitly determined

17 functional vectors, which are primarily used to direct where costs are functionally

18 assigned and classified, are shown on page 14.

19 Internally generated functional vectors are utilized throughout the study to

20 functionally assign costs either on the basis of similar costs or on the basis of internal

21 cost drivers. The internally generated functional vectors are also shown on page 14 of

22 Exhibit Seelye-2. An example of this process is the use of total operation and

23 maintenance expenses less purchased power (“OMLPP”) to allocate cash working
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capital included in rate base. Because cash working capital is determined on the basis

2 of 12.5% of operation and maintenance expenses, exclusive of purchased power

3 expenses, it is appropriate to functionally assign and c1assi1’ these costs on the same

4 basis. (See Exhibit Seelye-2, page 2 for the functional assignment of cash working

5 capital on the basis of OMLPP shown on page 14.) The functional vector used to

6 allocate a specific cost is identified by the column in the model labeled “functional

7 Vector” and refers to a vector identified elsewhere in the analysis by the column

$ labeled “Name”.

9 Once costs for all of the major accounts are flmctionally assigned and classified,

10 the resultant cost matrix for the major cost groupings (e.g., Plant in Service, Rate Base,

11 Operation and Maintenance Expenses) is then transposed and allocated to the customer

12 classes using “allocation vectors” or “allocation factors”.

13 The results of the class allocation step of the cost of service study are included

14 in Exhibit Seelye-3. The costs shown in the coiunm labeled “Total System” in Exhibit

15 Seelye-3 were carried forward from the functionally assigned and classified costs

16 shown in Exhibit Seelye-2. The column labeled “Re?’ in Exhibit Seelye-3 provides a

17 reference to the results included in Exhibit Seelye-2.

18 Q. What rate classes are identifIed in the cost of service study?

19 A. In the cost of service study, all costs and revenues are fully allocated to the following

20 three rate classes — Rurals, Large Industrials, and Smelters.

21 Q. Please describe the allocation factors used in the cost of service study.

22 A. Production and transmission demand-related costs are allocated using a I2CP

23 methodology. With the I2CP methodology, all demand-related costs are allocated on
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1 the basis of the average demand for each rate class at the time of Big Rivers’ system

2 peak. For purposes of identifying the hour during which Big Rivers’ system peak

3 occurs, Big Rivers’ adjusted net local load was determined in the following mariner: (1)

4 the actual demand for the Smelters and for a customer with cogeneration capability

5 (“Cogen Customer”) was subtracted from Big Rivers’ total net local load; and then (ii)

6 the Smelters’ Base Demand and the lesser of (a) the Cogen Customer’s actual demand

7 or (b) the Cogen Customer’s requirement load, as set forth in the contract with the

$ customer, was added back. The Rural’s and Industrial Customer’s demand at the time

9 of the Big Rivers maximum monthly adjusted net local load was used to calculate the

10 12CP allocation factor. Again, the demand for the Cogen Customer, which is included

11 in the Large Industrial class, was determined as the lesser of the Cogen Customer’s

12 actual demand or the Cogen Customer’s requirement load. The Smelters’ Base Demand

13 was used to determine the I2CP demands for the Smelters.

14 Energy-related costs are allocated on the basis of annual kWh sales to each

15 customer class. Because energy is delivered to each rate class at transmission voltages,

16 it was not necessary to adjust kWh sales for losses.

17 Q. How were the margins from off-system sales allocated in the cost of service study?

1$ A. Section 4.13.1 of the Smelter Agreements provides that the Smelters receive billing

19 credits reflecting the net proceeds from certain off-system sales. During the test year,

20 the Smelters received $28,015,863 in billing credits pursuant to Section 4.13.1 of the

21 Smelter Agreements. In the cost of service study, these off-system sales are directly

22 assigned to the Smelters pursuant to Section 4.13.1 and exactly match the credits that
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the Smelters receive. The margins on all other off-system sales are allocated to the

Rurals and Large Industrials on the basis of the 12CP allocator.

Q. Please summarize the results of the cost of service study.

A. The following table summarizes the rates of return for each customer class from the

cost of service study. The Actual Adjusted Rate of Return was calculated by dividing

the adjusted net operating income by the adjusted net cost rate base for each customer

class. The adjusted net operating income and rate base reflect the pro forma

adjustments described in Mr. Wolfram’s testimony.

Actual
Customer Class Adjusted

Rate of Return

Rurals -1.43%

Large Industrials 1 .69%

Smelters 3.19%

Total System 1.64%

It should be emphasized that the adjusted rates of return shown in the above

table reflect all pro forma revenue and expense adjustments proposed by Big Rivers in
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Determination of the actual adjusted rates of return is detailed in Exhibit Seelye-3, page

11.



its Application in this proceeding. Consequently, the rates of return reflect adjustments

2 in revenues and expenses to eliminate the effect of the fuel adjustment clause,

3 environmental surcharge, and the Non-fAC PPA, which are addressed by separate

4 stand-alone rate mechanisms. In addition, as will be discussed later in my testimony,

5 the above rates of return also reflect an adjustment to eliminate 50 percent of the TIER

6 Adjustment Charge revenues billed to the Smelters during the test year.

7 Q. Since the Smelter Base Rate is tied contractually to the Large Industrial base

8 rates, why is the rate of return for the Smelters higher than the rate of return for

9 the Large Industrials?

10 A. Under the Smelter Agreements, the Smelters agree to pay a number of charges that are

11 not paid by the Large Industrials or Rurals. Particularly, the Smelters agree to pay

12 TIER Adjustment Charges (Section 4.7.1), Surcharges (Section 4.11), and a Base Rate

13 Adder of $0.25 per MWh (Section 1.1.20). These charges were the result of arms-

14 length negotiations between the parties and were developed in recognition of the risks

15 and benefits associated with Big Rivers providing service to the Smelters and the risks

16 and benefits of the Smelters receiving service from Big Rivers. Big Rivers and the

17 Smelters have agreed that they would not seek any change in the rate formula in the

18 Smelter Agreements. In the cost of service study, the revenues associated with these

19 charges were fully attributed to the Smelters, thus resulting in a higher rate of return for

20 the Smelters.

21

22

23

Case No. 2011-00036
Exhibit 57

Page 17 of 53



I VI. ALLOCATION OF THE INCREASE
2

3 Q. Please summarize how Big Rivers proposes to allocate the revenue increase to the

4 classes of service?

5 A. Big Rivers relied on the results of the cost of service study to determine the allocation

6 of the proposed revenue increase to the classes of service. Specifically, Big Rivers is

7 proposing to allocate the revenue increase in a manner that is designed to narrow the

8 gap between the rate of return shown in the cost of service study for the Rurals and the

9 rate of return for the Large Industrials. Because the Base Rates for the Smelters are

10 linked by contract to the Large Industrial Customer Rate, no explicit consideration was

11 given to the rate of return shown in the cost of service study for the Smelters. Except

12 for the effect of the TIER Adjustment Charges proposed for the Smelters, which will be

13 discussed later in my testimony, the Smelters’ Base Rates cannot be adjusted

14 independently from the Large Industrial rates. Thus, other than the effect of modifying

15 the level of TIER Adjustment Charges in test-year revenues, the only other “levers” or

16 “variables” that can be used to collect additional base rate revenues are (1) to increase

17 the base rates for the Rurals and (ii) to increase the base rates for Large Industrials.

18 Any base rate increase to the Smelters is essentially a by-product of increasing the base

19 rates to the Large Industrials.

20 Q. How is Big Rivers allocating the revenue increase in a manner that narrows the

21 rates of return between the Rurals and the Large Industrials?

22 A. The proposed increase is designed to reduce the difference between the revenues

23 collected from the Rurals and the cost of providing service to the Rurals. According to

24 the cost of service study, there is currently a difference of approximately $11.1 million

25 between the revenues collected from the Rurals and the actual cost of providing service
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1 to the Rurals. Under the proposed rates, there will be a difference of approximately

2 $9.2 million between the revenues to be collected from the Rurals and the actual cost of

3 providing service. Consequently, Big Rivers is proposing to move the rates for the

4 Rurals $1.9 million closer to the actual cost of providing service.

5 Q. Is this approach to allocating the increase to the Rurals and the Large Industrials

6 consistent with the principle of gradualism?

7 A. Yes. Although Big Rivers believes that is it is appropriate to take steps toward

8 equalizing the rates of return between the Rurals and Large Industrials, Big Rivers must

9 also consider the impact that taking overly aggressive steps toward leveling the rates of

10 return would have on residential customers, which is the predominant type of customer

11 served under the Rurals’ cost of service classifications.

12 Q. What is the proposed base rate revenue increase for each rate class?

13 A. Big Rivers is proposing the following base rate revenue increases: an increase of

14 $14,172,003 to the Rurals; an increase of $3,328,566 to the Large Industrials; and an

15 increase of $22,553,396 to the Smelters. As will be demonstrated later, the Large

16 Industrials and Smelters will experience a significantly lower percentage increase than

17 the Rurals.

1$ Q. What are the class rates of return adjusted to reflect the proposed revenue

19 increases?

20 A. The following table shows the rates of return from the cost of service study on an

21 adjusted basis with and without the proposed revenue increases:

22

23

24

25
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Class Rates of Return

Rate of Return
Actual with the

Customer Class Adjusted Proposed
Rate of Return Revenue

Increases

Rurals -1.43% 2.51%

Large Industrials 1.69% 4.95%

Smelters 3.19% 6.36%

Total System 1.64% 5.05%

2 This table illustrates how the gap in the rate of return between the Rurals and the Large

3 Industrials has been narrowed with Big Rivers’ proposed allocation of the increase.

4 Under Big Rivers’ current rates, there is a 3.1 percentage point gap between the rate of

5 return for the Rurals and the rate of return for the Large Industrials (j-1.43
- 1.691 =3.12

6 percentage points). After adjusting the rates of return to reflect the proposed revenue

7 increase, the gap in the rates of return for the Rurals and Large Industrials is decreased

8 to 2.44 percentage points (12,51 - 4.95j 2.44 percentage points). Therefore, Big

9 Rivers’ proposed allocation of the revenue increase will have reduced the rate of return

10 gap between these two rate classes by approximately 22 percent.

11

12

13
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1 VII. RATE DESIGN & IMPACT OF NEW RATES
2

3 Q. Have you prepared an exhibit showing the reconstruction of Big Rivers’ test-year

4 billing determinants?

5 A. Yes. The reconstruction of Big Rivers’ billing determinants (revenue proof) is shown

6 on Exhibit Seelye-4. As shown on this exhibit, when Big Rivers’ current rates are

7 applied to test-year actual billing determinants the resultant calculated revenues

$ precisely match actual revenues during the test year.

9 Q. Is Big Rivers proposing any rate design changes to the Rurais’ rates?

10 A. Yes. Big Rivers is proposing to bill the demand charge on the basis of Coincident Peak

11 (“CP”) demands rather than Non-Coincident Peak (“NCP”) demands. Because

12 production and transmission facilities are design to meet maximum aggregated loads on

13 system, a CP rate design more accurately reflects cost causation on the Big Rivers

14 system. The Rurals are currently billed on an NCP basis. Under Big Rivers’ current

15 NCP rate design, billing demands for the Rurals are determined on the basis of member

16 demands measured at the time of each distribution member’s maximum load during the

17 month. Under the proposed CP rate design, billing demands for the Rurals will be

18 determined on the basis of the distribution member’s load measured at the time of Big

19 Rivers’ maximum adjusted net local load during the month, determined on a 30-minute

20 clock-hour basis. In establishing the 30-minute interval during which the maximum

21 load occurs, Big Rivers’ adjusted net local load will be determined in the following

22 manner: (i) the actual demand for the Smelters and for the Cogen Customer will be

23 subtracted from Big Rivers’ total net local load; and then (ii) the Smelters’ Base

24 Demand and the lesser of (a) the Cogen Customer’s actual demand or (b) the Cogen
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1 Customer’s requirement load, as set forth in the contract with the customer, will be

2 added hack. This is the same procedure that was used to determine the C? demands in

3 the cost of service study.

4 Q. What are the proposed charges for the Rurals?

5 A. Big Rivers is proposing to increase the demand charge from $7.370 per kW per month

6 (billed on the basis of NCP demand) to $1 0.1890 per kW per month (hilled on the basis

7 of CP demand). Except for the roll-in of the Non-FAC PPA, which will be discussed

$ below, Big Rivers is not proposing to modify the energy charge, which is currently

9 $0.02040 per kWh. The cost of service study indicates that a cost-based energy charge

10 would be $0.0 15761 per kWh. Lowering the energy charge to $0.01 5761 per kWh to

11 correspond to the energy cost derived from the cost of service study would require an

12 even larger increase in the demand charge than what is being proposed by Big Rivers.

13 Decreasing the energy charge and increasing the demand charge by a larger amount

14 would result in a larger percentage increase to the member system with the lowest

15 average load factor and the highest concentration of residential load.

16 Q. Is Big Rivers proposing any rate design changes to the Large Industrial rates?

17 A. No. The Large Industrials are currently billed on an NCP basis. Big Rivers is not

18 proposing to adopt a CP rate design for the Large Industrials. The individual contracts

19 with the Large Industrial customers include minimum contract demands which were

20 determined on the basis of NCP demands. Adopting a CP demand charge would likely

21 require the development of new contracts with the Large Industrial customers and

22 would also result in a larger increase to the Smelters, which cannot be supported

23 considering the higher rate of return for the Smelters as indicated by the cost of service
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study. Although Big Rivers is not proposing any changes in the basic structure of the

2 base rates, it should be noted that Big Rivers is proposing modifications to the MR$M

3 Q. What are the proposed charges for the Large industrials?

4 A. Big Rivers is proposing to increase the demand charge from $101500 per kWper

5 month to $ 10.8975 per kW per month and to increase the energy charge from

6 $0.013715 per kWh to $0.015761 per kWh. As mentioned earlier, the cost of service

7 study indicates that a cost-based energy charge would be $0015761 per kWh.

8 Q. How were the Base Rates for the Smelters determined?

9 A. As described earlier, the Base Rate rates for the Smelters are derived by applying the

10 Large Industrial Rate to a load with a 9$ percent load factor, plus a $0.25 per MWh

11 adder. At a 98 percent load factor, the demand component the Large Industrial Rate

12 stated as an energy charge is equal to $0.01 5233 per kWh, which is determined by

13 dividing the proposed Large Industrial demand charge ($1 0.8975 per kW) by 715.4

14 hours (730 hrs x 9$ percent 715.4 hours) ($10.8975fkW ÷ 715.4 hours =

15 $0.0 15233/kWh). The energy charge from the proposed Large Industrial rate

16 ($0.01576l per kWh) and the $0.25 per MWh adder ($0000250 per kWh) is then

17 added to the demand component ($0015233 per kWh) to obtain the proposed Base

18 Energy Charge for the Smelters of $0.031244 per kWh ($0.015761/kWh +

19 $0.000250/kWh + $0.015233/kWh $0.03 1244/kWh). After reflecting the proposed

20 reduction in the Purchase Power Base for the Non-FAC PPA (as discussed below), the

21 proposed Base Energy Charge for the Smelters is $0.0303 68 per kWh ($0.03 1244/kWh

22 - $0.000876/kWh = $0.030368/kWh).
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1 Q. Have any other adjustments been made that affect pro forma revenue for the

2 Smelters?

3 A. Yes. Big Rivers is proposing to reduce the TIER Adjustment Charges billed under

4 Section 4.7.1 of the Smelter Agreements by 50 percent. During the test year, Big

5 Rivers billed the maximum amount allowed under Section 4.7.1 of the Smelter

6 Agreements. The TIER Adjustment Charges to the Smelters were $14,229,306 during

7 the test year. Big Rivers is proposing a pro forma adjustment to reduce the TIER

$ Adjustment Charges billed to the Smelters to $7,114,653. Reducing the TIER

9 Adjustment Charges by 50 percent would restore $7.1 million to the TIER Adjustment

10 bandwidth which would then be available, as contemplated in the Smelter Agreements,

11 to meet any differences that could arise between pro forma operating results developed

12 in this proceeding and actual operating results that occur once the rates go into effect.

13 If the actual operating results turn out exactly like the pro forma operating results

14 developed for the test-year in this proceeding, then Big Rivers would bill $7. I million

15 in TIER Adjustment Charges to the Smelters. However, if Big Rivers’ expenses are

16 higher or revenues are lower than what was developed in the test year, but with

17 everything else equal, then Big Rivers would be able to charge the Smelters up to an

1$ additional $7.1 million in TIER Adjustment Charges. On the other hand, if Big Rivers’

19 expenses are lower or revenues are higher than what was developed in the test year, but

20 again with everything else equal, then Big Rivers would lower the $7.1 million TIER

21 Adjustment Charges billed to the Smelters.

22 Q. Why isn’t Big Rivers proposing to eliminate all of the TIER Adjustment Charges

23 during the test year?
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1 A. Setting the TIER Adjustment Charge at the middle of the bandwidth (from $0 to $14.2

2 million) strikes an equitable balance in capping the additional exposure to the Smelters,

3 for purposes of this Application, at $7.1 million (i.e., $14.2 million total exposure less

4 $7.1 million pro forma exposure = $7.1 million additional exposure). furthermore,

5 setting the TIER Adjustment Charge at the middle of the bandwidth also strikes a

6 reasonable balance between lower TIER Adjustment Charges and higher base rates.

7 Lowering the TIER Adjustment Charges to $0 would increase base rates to all

8 customers, including the Smelters by an additional $7.1 million above what is being

9 proposed by Big Rivers. Reducing the TIER Adjustment Charges by 50 percent thus

10 represents a balanced proposal.

11 Q. Is setting the TIER Adjustment Charge within the bandwidth consistent with the

12 financial projections filed with the Commission in Unwind proceeding and

13 provided to the financial rating agencies?

14 A. Yes. The TIER Adjustment Charges were generally projected to be within the

15 bandwidth in the financial forecasts submitted in the Unwind Proceeding, Case No.

16 2007-00455, and in the financial projections provided to Standard and Poor’s, Fitch,

17 and Moody’s in December 2008 and in March 2009 to obtain credit ratings in

18 connection with the Unwind. In Exhibit No. 79 submitted by Big Rivers in Case No.

19 2007-00455, Big Rivers provided a financial forecast going out to 2023. Beginning in

20 2011, the Smelters were shown to be between the top and the bottom of the bandwidth

21 in all but two years. As a percentage of the maximum level, the lowest TIER

22 Adjustment Charge was in 2017, which was a year that incorporated the full effect of a

23 rate increase occurring in 2016. In 2017, the TIER Adjustment Charge was shown to
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1 be $0.54 per MWh, whereas the maximum TIER Adjustment Charge is $3.55 per

2 MWh. Thus, during 2017 the TIER Adjustment Charge is only 13 percent of the

3 maximum level, suggesting that the TIER Adjustment Charge assumed in the general

4 rate case was somewhere in the middle or toward the bottom of the bandwidth.

5 Q. Has a pro forma adjustment been made to reduce the TIER Adjustment Charges

6 by $7,114,653?

7 A. Yes. In Reference Schedule 2.22 of Exhibit Wolfram-2, an adjustment is made to

$ reduce test-year revenues to $7,114,653.

9 Q. Is Big Rivers proposing to modify the Purchased Power Base that is used in the

10 Non-FAC PPA?

11 A. Yes. In its Order in Case No. 2007-00455 dated March 6, 2009, the Commission

12 approved the Non-fAC PPA provision of the Smelter Agreements, which provides for

13 a monthly calculation of a Non-FAC PPA factor that is charged or credited monthly in

14 the Smelter bills, The Commission also approved the establishment of a Regulatory

15 Account Charge, through which the Non-FAC PPA charges and credits applicable to

16 non-Smelter customers will be recorded and then be amortized over a period of time

17 after review in a general rate case. Big Rivers is proposing to lower the Purchased

18 Power Base used in the Non-FAC PPA to reflect a more representative level of

19 purchased power expenses on a going forward basis. Unlike the Fuel Adjustment

20 Clause, there is not a two-year review process wherein changes to the base are

21 considered; therefore, Big Rivers is proposing to change the base in this proceeding.

22 However, it should be pointed out that changing the base represents a revenue neutral

23 change and thus will not change the level of costs ultimately to be billed to customers.
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1 The Non-fAC PPA factor (‘PPA”) is determined by subtracting the Purchased

2 Power Base (PP(b)/S(b)) (currently $0.00175 per kWh) from the quotient of the

3 monthly purchased power expenses PP(m) and the monthly sales 5(m), as follows:

4

5 PPA = PP(m)/S(m) — $000175.

6

7 Big Rivers is proposing to lower the Purchased Power Base from $0.00175 per kWh to

8 $0.000$74 per kWh. The proposed Purchased Power Base reflects the average

9 purchased power costs PP(m)/S(m) for June 2010. Exhibit Seelye-5 shows the average

10 purchased power costs for the test year. The reason that Big Rivers is proposing to use

11 the average cost for June to re-establish a new Purchased Power Base is that the cost for

12 June 2010 of $0.000874 per kWh is reasonably close to the average cost of $0.00082

13 per kWh for the test year, which can be seen in Exhibit Seelye-5. Determining the Base

14 on the basis of the cost for a single month is consistent with the Commission’s normal

15 practice of determining the FAC Base on the basis of fuel costs for a particular month.

16 Q What rate adjustments are made to reflect the new Purchased Power Base?

17 A. As already mentioned, the Purchased Power Base in the Non-FAC PPA will be

18 decreased from $0001750 per kWh to $0.000874 per kWh, which corresponds to a

19 reduction of $0.000876 per kWh. In order to effectuate this change, a corresponding

20 reduction must also be made to the otherwise applicable energy charges for the Rurals,

21 Large Industrials and Smelters, Reducing the energy charges established in each of the

22 three rate schedules will fully offset the billing effect of the corresponding reduction in

23 the Purchased Power Base in the Non-fAC PPA.
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I Q. Will the Rurals and Large Industrials experience an immediate reduction in

2 billings as a result of lower the Purchased Power Base in the Non-FAC PPA?

3 A. Yes. Unlike the Non-fAC PPA for the Smelters, the charges and credits under the

4 Non-fAC PPA for the Rurals and Large Industrials (“Non-Smelters”) are captured in a

5 Regulatory Account which is amortized at a later date. As a result of lowering the

6 Purchased Power Base, the Rurals and Large Industrials will see an immediate

7 reduction in the energy charges of their rates. However, the off-setting effect that

8 lowering the Purchased Power Base will have on the amounts charged or credited to the

9 Regulatory Account will not be reflected in the bills to the Non-Smelters until one year

10 later, when the Regulatory Account will be amortized under Big Rivers’ proposed Non

11 Smelter Non-fAC PPA. As will be discussed in greater detail below, Big Rivers is

12 proposing to amortize the Non-FAC PPA Regulatory Account for the Non-Smelters

13 over a 12-month period beginning after charges or credits have been accumulated in the

14 Regulatory Account up through June of each year. Because the Regulatory Account

15 will not be amortized until one year after changing the Purchased Power Base reflected

16 in base rates, the Rurals and Large Industrials will experience an immediate reduction

17 in their bills as a result of lowering the Purchased Power Base, but will not experience

18 the offsetting effect on the Regulatory Account until one year later. While changing

19 the Purchased Power Base is revenue neutral in the tong run, the impact of lowering

20 the Purchased Power Base will be seen by the Rurals and Large Industrials as a rate

21 reduction during the first year. However, it should be emphasized that the effect is

22 purely short term and should not he considered permanent.
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1 Q Will the Smelters experience an immediate reduction in billings as a result of

2 lowering the Purchased Power Base in the Non-FAC PPA?

3 A. Yes. Because there will be a one-month delay between the implementation of new

4 Base Rates for the Smelters in this proceeding and the effect on the Non-FAC PPA

5 factor as a result of changing the Purchase Power Base, the Smelters will realize a one-

6 month billing reduction as a result of lowering the Purchased Power Base.

7 Q. Have you prepared an exhibit showing the impact of the proposed rates on pro

8 forma revenue?

9 A. Yes. Exhibit Seelye-6 shows the increase in revenue by rate class from applying Big

10 Rivers’ proposed rates to pro forma billing determinants. In this analysis, the billing

11 determinants and revenue reflect the following pro forma adjustments: (i) the

12 adjustment to reflect current industrial customers, (ii) the adjustment to reflect normal

13 temperatures, and (iii) reduction of 50 percent of the TIER adjustment charges to the

14 Smelters. The adjustment to reflect current industrial customers and the adjustment to

15 reflect normal temperatures are discussed in Mr. Wolfram’s testimony. The adjustment

16 to reflect 50 percent of the TIER adjustment charges has already been discussed. The

17 increases are summarized on page 1 of Exhibit Seelye-6, with the detailed calculations

18 shown on pages 2 and 3. The detailed calculations provided on pages 2 and 3 show the

19 proposed rates both with and without the proposed adjustment to the Purchased Power

20 Base in the Non-fAC PPA. The increases in base rates and the percentage increases

21 are the same in either scenario. By adjusting the Purchased Power Base, base rate

22 revenues are decreased and Non-FAC PPA revenues (for the Smelters) or accruals (for

23 the non-Smelters) are decreased.
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1 Amortizing the Non-FAC PPA Regulatory Account will result in an estimated

2 annual reduction to the Non-Smelters of $3,236,077 through the application of the

3 proposed Non-Smelter Non-fAC PPA, which will be discussed below. The following

4 table summarizes the percentage increase by rate class, considering only the impact of

5 the increase in base rates, elimination of 50 percent of the TIER Adjustment Charges,

6 and the estimated annual reduction due to the amortization of the Non-FAC PPA

7 Regulatory Account:

8

Impact of
Proposed Revenue Increase

Including Base Rate Increase, Elimination of TIER Adjustment Charges,
and Amortizing the Estimated Non-FAC PPA Regulatory Account

Proposed
Current PercentageCustomer Class Revenue
Revenue IncreaseIncrease*

Rurals $ 110,513,089 $ 11,831,935 10.71%

Large Industrials $ 39,260,372 $ 2,332,557 5.94%

Smelters $ 282,391,841 $ 15,438,743 5.47%

Total System $ 432,165,302 $ 29,603,235 6.85%
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I However, lowering the Purchased Power Base will result in an immediate, but

2 ultimately revenue neutral, reduction of $2,959,159, based on test-year results. The

3 following table summarizes the net percentage increase by rate class, accounting for the

4 increase in base rates, elimination of 50 percent of the Smelter TIER Adjustment

5 Charges, the amortization of the Non-fAC PPA Regulatory Account through the

6 proposed Non-Smelter Non-FAC PPA (which will he discussed below), and the

7 immediate, but ultimately revenue neutral, reduction in billings that the Rurals and

8 Large Industrials will experience as a result of lowering the Purchased Power Base in

9 the Non-FAC PPA:

10

Net Impact of
Proposed Revenue Increase

Including Base Rate Increase, Elimination of TIER Adjustment Charges,
Amortizing the Estimated Non-FAC PPA Regulatory Account,

and the Short-Term Effect of Lowering the
Purchased Power Base in the Non-Smelter Non-FAC PPA

Proposed tCurrent Percentage
Customer Class Revenue

Revenue IncreaseIncrease*

Rurals $ 110,513,089 $ 9,686,481 8.77%

Large Industrials $ 39,260,372 $ 1,518,852 3.87%

Smelters $ 282,391,841 $ 15,438,743 5.47%

Total System $ 432,165,302 $ 26,644,076 6.17%
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I Q. Is the percentage increase for the Rurals representative of the impact that Big

2 Rivers’ rate increase will have on the Members’ retail rates to their members?

3 A. No. The average impact on the Members’ retail rates will result in a lower overall

4 percentage increase than what is being proposed by Big Rivers for the wholesale rates.

5 Because the Members’ retail rates also include the cost of providing distribution service

6 to their members, the percentage impact of Big Rivers’ rate increase will be diluted at

7 the retail level. Big Rivers estimates that its proposed increase, without considering the

8 temporary effect of the roll-in of the Non-FAC PPA, will result in an increase of

9 approximately $6.70 per month to a retail residential customer with a monthly

10 consumption of 1,300 kWh, assuming a distribution losses of 6 percent ($11,831,935 /

11 2,428,480,630 kWh x 1300 kWh + [1.00 - 0.06] $6.70). (See Exhibit Seelye-6, page

12 2.) The average net bill for a residential customer on the Big Rivers system with a

13 1,300 kWh monthly usage is approximately $98.50 per month. Therefore, Big Rivers’

14 proposed rates will result in an increase of approximately 6.8 percent for a typical

15 residential customer with a monthly usage of 1,300 kWh ($6.70 ÷ $98.50 = 6.8%).

16 Obviously, this is a very rough estimate of the impact of Big Rivers’ proposed increase

17 on retail rates. The actual retail percentage increase will vary by individual distribution

18 cooperative member depending upon its individual sales characteristics. Big Rivers’

19 Members will be making their own separate filings to reflect Big Rivers’ increase in

20 their rates, and in those filings the increases will be quantified with greater specificity,

21 by retail rate classification.
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1 Q. In a separate proceeding, Big Rivers is proposing to “roll in” amounts currently

2 billed through its Fuel Adjustment Clause (“FAC”) into base rates. Have the

3 rates shown in Exhibit Seelye-6 been adjusted to give effect to the roll-in?

4 A. No. In Case No. 2010-00495, Big Rivers is proposing to increase the base cost used in

5 the FAC by $O.010212 per kWh and increase the energy charges by a corresponding

6 amount. However, at this point in time, the Commission has not approved the FAC

7 roll-in; therefore, the effect of a roll-in was not reflected in the rates shown in Exhibit

8 Seelye-6 or in the tariffs filed with the Application. However, any FAC roll-in

9 authorized in Case No. 20 10-00495 must be incorporated in the final rates implemented

10 in this proceeding. Big Rivers therefore commits to incorporate any roll-in of the FAC

11 authorized in Case No. 20 10-00495 in the compliance rates filed with the Commission

12 pursuant to an order in this proceeding.

13

14 VIII. MEMBER RATE STABILITY MECHANISM AND RURAL ECONOMIC

15 RESERVE

16

17 Q. Is Big Rivers proposing changes to the Member Rate Stability Mechanism and the

18 Rural Economic Reserve?

19 A. Yes. Big Rivers is proposing changes to the MRSM to specify how the mechanism will

20 operate if it remains in place beyond the original 48 months that were anticipated when

21 the mechanism was originally established. Current projections indicate that the

22 Economic Reserve is likely to last beyond the 48 month horizon originally anticipated.

23 Big Rivers is also proposing changes to the RER. so that it will operate seamlessly with

24 the expiration of the MRSM.

25 Q. What is the purpose of the MRSM?
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I A. An Economic Reserve of $157 million was originally established to offset the impact of

2 the FAC and Environmental Surcharge on the Non-Smelters after taking into account

3 the credits received from the Unwind Surcredit and the Rebate Adjustment. The

4 MRSM draws on the Economic Reserve to offset the monthly impacts of the FAC and

5 Environmental Surcharge on the Members’ non-Smelter bills, net of the credits

6 received under the Unwind Surcredit and Rebate Adjustment. An Expense Mitigation

7 Factor was included in the MRSM to alter the speed at which the Economic Reserve

8 was to be drawn down and thereby “feather” the effect of anticipated FAC and

9 Environmental Surcharge Expenses on the Non-Smelter rates until the Economic

10 Reserve is exhausted and the full amounts of FAC and Environmental Surcharge are

11 applied without credit. (See page 4 of Supplemental Direct Testimony of William

12 Steven Seelye submitted in Case Nos. 2007-00455 and 2007-00460.)

13 Q. Why does the MRSM need to be modified?

14 A. In the tariff sheets for the MRSM filed in the Unwind proceeding, Expense Mitigation

15 Factors were specified for the first 48 months following the effective date of the tariff.

16 The following EMFs are currently set forth in the tariff:

17

18 1. $0000 per kWh for the first twelve (12) months following the effective
19 date of this tariff;
20
21 II. $0002 per kWh for months 13 through 24 following the effective date
22 of this tariff;
23
24 III. $0. 004 per kWh for months 25 through 36 following the effective date
25 of this tariff; and
26
27 IV. $0.006 per kWh for months 37 through 4$ following the effective date
28 of this tariff;
29
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1 Iecause the Economic Reserve is not expected to be depleted until after the first 48

2 months, the MRSM needs to be modified to specify what the EMF wil] he after the first

3 48 months following the original effective date of the tariff.

4 Q. How is Big Rivers proposing to change the MRSM?

5 A. Big Rivers is proposing to add two additional EMFs that will extend beyond the first 48

6 months of the mechanism. Specifically, Big Rivers is proposing to add a fifth EMF

7 equal to $0.007 per kWh and applicable for months 49 through 60 following the

8 effective date of the tariff and a sixth EMF equal to $0.009 per kWh that would he

9 applicable thereafter.

10 Q. Why is Big Rivers proposing to increase the EMF by $0.O01 per kWh between the

11 fourth and fifth periods rather than by $O.002 per kWh as in all of the other

12 incremental changes?

13 A. Big Rivers is proposing to increase the EMF by only $0.001 per kWh between the

14 fourth and fifth periods in order to account for the expiration of the amortization of the

15 current Non-Smelter Non-fAC regulatory liability. The amortization of the Non-

16 Smelter Non-fAC PPA regulatory liability through the proposed Non-Smelter Non-

17 FAC PPA adjustment clause will expire in approximately August 2013. Expiration of

1$ the amortization will result in the elimination of a credit of approximately $0.00 I per

19 kWh. In order to offset the elimination of the credit, Big Rivers is proposing to reduce

20 the normal $0.002 per kWh increment by $0.00 I per kWh in the fifth EMF.

21 Q. What is the purpose of the RER?

22 A. In its Order in Case No. 2007-0045 5 dated March 6, 2009, the Commission required

23 Big Rivers to commit to establish a Rural Economic Reserve of not less than $60.9

24 million to be used exclusively to credit the bills rendered to the Rurals over a period of

25 24 months commencing with the depletion of all funds in the Economic Reserve.
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I Q. How is Big Rivers proposing to change the RER?

2 A. Big Rivers is proposing to change the RER so that it operates seamlessly with the

3 MRSM. Specifically, Big Rivers is proposing that the RER operate in the same manner

4 as the MRSM, except applicable only to the Rurals, thereby offsetting the impact of the

5 FAC and Environmental Surcharge on the Rurals after taking into account the credits

6 received from the Unwind Surcredit and the Rebate Adjustment. Thus, once the

7 Economic Reserve is exhausted by the application of the MR$M, the EMfs identified

8 in the MRSM will be adopted by the RER so that there will not be a discontinuity in the

9 amounts credited to the Rurals between the two mechanisms. Therefore, the EMF

10 schedule set forth in the MRSM will continue to be used in the determination of the

11 amounts credited under the RER. For example, if the Economic Reserve expires in the

12 52nd month following the effective date of the tariff, then the RER will be billed for the

13 first time in the 53rd month using an EMF of $0.007 per kWh. In this example, the

14 EMF of $0007 per kWh would then continue for another eight months (i.e., for the

15 53rd through the 60th month following the effective date of the MRSM). In the 61st

16 month, the EMF would then transition to $0.009 per kWh and remain at that level until

17 the Rural Economic Reserve is exhausted.

18

19 IX. NON-FAC PPA ADJUSTMENT CLAUSE FOR THE NON-SMELTERS
20

21 Q. Please describe the Non-FAC PPA mechanisms currently used by Big Rivers.

22 A. Big Rivers has in place two different Non-fAC PPA mechanisms — (1) a Non-FAC PPA

23 for the Smelters, which provides for a monthly calculation of a Non-FAC PPA factor

24 that is charged or credited monthly in the Smelter bills; and (ii) a Regulatory Account

25 Charge, through which the Non-fAC PPA charges or credits applicable to the Non-

Case No. 201 1-00036
Exhibit 57

Page 36 of 53



1 Smelters are recorded in a deferred asset or deferred liability account to be amortized at

2 alater date.

3 Q. How much has been accrued in the Non-FAC PPA Regulatory Account for the

4 Non-Smelters?

5 A. As of October 31, 2010, a regulatory liability balance of $4,364,060 had been accrued

6 for the Non-Smelter Non-FAC PPA. This means that as of October 31, 2010, the

7 Rurals and Large Industrials are owed $4,364,060.

8 Q. How does Big Rivers propose to return the Non-FAC PPA Regulatory Account

9 Charges to the Rurals and Large Industrials?

10 A. Big Rivers is proposing to establish a mechanism that would amortize the Non-FAC

11 PPA Regulatory Account balance every 12 months, instead of waiting to amortize the

12 Non-FAC PPA Regulatory Account as part of a general rate case. In the bills for

13 September service each year, Big Rivers will establish a credit (or charge) to return (or

14 collect) the Non-FAC PPA Regulatory Liability (or Asset) balance as of June 30 over

15 the upcoming 12 month period, except for the initial implementation of this mechanism

16 in 2011, which Big Rivers is proposing to return the liability as of June 30, 2010, over

17 24 months.

18 Under this mechanism, beginning with bills for September 2011, Big Rivers

19 will establish a per kWh credit which would be designed to return the Non-FAC PPA

20 Regulatory Liability balance as of June 30, 2011, over 24 months beginning with the

21 September 2011 bills. If Big Rivers’ PPA expenses continue at the current level, then

22 we estimate that the Non-FAC PPA Regulatory Liability will be approximately $6.5

23 million by June 30, 2011. This balance would then be returned to the Rurals and Large

24 Industrials through the application of a per kWh credit that would be calculated by
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I dividing the $6.5 million balance by the estimated kWh sales to the Rurals and Large

2 Industrials for the upcoming 24 months. If the estimated sales to the Rurals and Large

3 Industrials are 6,750,000,000 kWh for the 24 month period beginning September 2011,

4 then the Rurals and Large Industrials would receive a credit of $0.000963 per kWh

5 related to the $6.5 million balance. The $0.000963 per kWh credit would remain in

6 place for 24 months. After the factor has been in place for 24 months, any remaining

7 under- or over-recovery will be transferred to the Non-fAC PPA Regulatory Account

8 for the subsequent period.

9 Then with bills for September 2012, Big Rivers will establish a per kWh credit

10 or charge which would be designed to return or recover the Non-Smelter Non-fAC

11 PPA Regulatory Liability or Asset balance as of June 30, 2012, over 12 months

12 beginning with September 2012 hills. The credit or charge for the June 30, 2011,

13 regulatory account balance would remain in effect for 12 months. Because this 12

14 month period would overlap with the initial implementation of the mechanism in 2011,

15 two factors would be iii effect — the first related to the June 30, 2011, balance and the

16 second related to the June 30, 2012, balance. In subsequent 12 month periods (i.e.,

17 beginning with bills for service in September 2013), only one factor would be in effect

18 at any given time.

19 Q. Is Big Rivers proposing a new rate schedule describing the proposed Non-FAC

20 PPA mechanism described above?

21 A. Yes. The rate schedule is called “Non-Smelter Non-fAC PPA” and appears on sheet

22 numbers 59 through 63 of Big Rivers’ proposed tariff. See Exhibit 7 of the Application.

23 For ease of reference, a copy of the rate schedule is also included in Exhibit Seelye-7.

24 Q. Is Big Rivers proposing to make a pro forma adjustment in this proceeding to

25 reflect the amortization of the Non-FAC PPA Regulatory Liability?
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I A. No. Instead of including a pro fonna adjustment to amortize the Regulatory Liability

2 and return the balance through base rates, Big Rivers is proposing to return the liability

3 through the mechanism described above. Big Rivers’ Non-Smelter rate classes will

4 receive their credits beginning in the same month (in the September 2011 bills) as they

5 would otherwise receive those benefits if they were reflected in base rates by including

6 a pro forma adjustment in this proceeding to amortize the Non-Smelter Non-fAC PPA

7 regulatory liability.

8 Q. What are the advantages of establishing the proposed mechanism compared to

9 including the amortization of the regulatory liability as part of base rates?

10 A. Establishing a mechanism to clear the Regulatory Account balance every 12 months is

11 much more orderly than waiting until subsequent rate cases to clear any balances. If

12 the amortization of the Regulatory Account is included in base rates, an assumption

13 must be made regarding the amortization period, which may not accurately reflect the

14 actual period between rate cases. Setting up a credit or charge to clear the Regulatory

15 Account every 12 months, as proposed by Big Rivers, ensures that any Non-FAC PPA

16 Regulatory Account Charges are dealt with in a timely manner, rather than waiting until

17 a rate case is filed.

18 Furthermore, amortizing the Regulatory Account through a separate Non-

19 Smelter Non-FAC PPA adjustment clause that is only applicable to the Non-Smelters

20 helps ensure that the Smelters do not receive any additional credits or charges

21 associated with the amortization of the Non-Smelter Non-FAC PPA Regulatory

22 Account. As mentioned earlier, the Smelter Agreements include Non-fAC PPA

23 provisions that provide automatic monthly rate adjustments to the Smelters to reflect

24 changes in purchased power costs. Consequently, none of the Non-Smelter Non-fAC

25 PPA regulatory liability should he distributed to the Smelters. Unless somewhat
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complicated precautions are undertaken, including the amortization of the Non-$melter

2 Non-fAC PPA regulatory liability as a pro forma adjustment to operating results in this

3 proceeding would effectively assign a portion of the Non-Smelter Non-FAC PPA

4 regulatory liability to the Smelters, thus resulting a double counting of the credits.

5 Because the Smelter’s Base Energy Charge is contractually linked to the Large

6 Industrials’ base rate, returning the regulatory liability through base rates (i.e., through

7 a pro forma adjustment to amortize the regulatory liability) in this proceeding would

8 inappropriately result in an additional credit to the Smelters. Establishing a separate

9 Non-Smelter Non-FAC PPA adjustment clause that is only applicable to the Non-

10 Smelters is in my opinion the most straightforward way to amortize the Regulatory

11 Account to the Non-Smelters.

12

13 X. MIDWEST ISO ATTACHMENT 0 TRANSMISSION FORMULA RATE
14

15 Q. Did the Commission approve Big Rivers’ membership in the Midwest ISO?

16 A. Yes. The Commission approved the transfer of operational control of Big Rivers’

17 transmission facilities to the Midwest ISO in Case No. 2010-00043, In the Matter of

1$ Application ofBig Rivers Electric Corporationfor Approval to Transfer Functional

19 Control of its Transmission System to Midwest Independent Transmission System

20 Operator, Inc. in its Order dated November 1, 2010 (“Midwest ISO Order”).

21 Q. Please describe Midwest ISO Attachment 0.

22 A. Midwest ISO Attachment 0 is used to determine the transmission service rates under

23 the Midwest iSO Tariff. Attachment 0, which is updated annually, is used to determine

24 the annual transmission revenue requirements for each transmission owner in Midwest

25 ISO. Revenue requirements are determined based on plant and expense data from the
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I utility’s FERC Form 1, RUS form 12, or EIA form 412, as applicable, and include the

2 following components: (1) operating expenses, including operation and maintenance

3 expenses, taxes other than income tax, and depreciation expenses, (ii) return on

4 transmission net investment grossed up for income taxes, less (ii) transmission revenue

5 credits. for illustrative purposes, a copy of an updated Attachment 0 for the test year is

6 shown in Exhibit $eelye-8. As can be seen from the Attachment 0 for Big Rivers, net

7 revenue requirements are shown on page 1, line 7. Operating Expenses consist of (a)

8 total operation and maintenance expenses shown on page 3, line 8, (b) depreciation

9 expenses shown on page 3, line 12, and (c) taxes other than income taxes shown on

10 page 3, line 20. The return on transmission net investment is shown on page 3, line 28,

11 and the income tax gross up is shown on page 3, line 22. Transmission net plant is

12 shown on page 2, line 18, and adjustments to rate base are shown on line 24. Please

13 note that the updated Attachment 0 calculation shown in Exhibit Seelye-8 is being

14 provided solely to illustrate how the FERC-approved transmission formula rate will be

15 calculated. The actual updated Attachment 0 will not be implemented until the

16 Commission authorizes the use of the Attachment 0 formula rate in this proceeding and

17 will be developed based on cost information for the 2010 calendar year, in accordance

18 with the normal cycle for the historical-cost formula rates used by the members of the

19 Midwest ISO.

20 Q. Is the Midwest ISO Attachment 0 an FERC-approved rate schedule?

21 A. Yes, it is. The revenue requirement set forth in Midwest ISO’s Attachment 0 for Big

22 Rivers is applicable to all loads sinking in Big Rivers’ transmission pricing zone,

23 including retail load. Therefore, in the strictest sense, Schedule 9 - Network Integration

24 Service of Midwest ISO’s Midwest ISO Tariff is the “filed rate” applicable to loads that

25 sink in Big Rivers’ control area.
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1 Q. Has the FERC approved an interim Attachment 0 for Big Rivers?

2 A. Yes. On October 14, 2010, the Midwest ISO and Big Rivers filed revisions to the

3 Midwest ISO tariff to include Big Rivers’ company-specific Attachment 0 template

4 with the FERC in Docket No. FRI 1-15-000. Big Rivers and the Midwest ISO sought

5 approval for deviations from the Midwest ISO’s Attachment 0 formula rate template,

6 on an interim basis, to use the rates that were currently contained in Big Rivers’ OATT,

7 which this Commission had approved, until such time as Big Rivers obtained approval

8 from this Commission to use the Midwest ISO Attachment 0 formula rate. Big Rivers

9 advised the FERC that Big Rivers anticipated a filing with this Commission to adjust

10 the transmission rates to be effective no later than January 1, 2012, and noted that at

11 that time Big Rivers would seek approval from this Commission to adjust its

12 transmission rates to utilize the Midwest ISO Attachment 0 formula rate. Big Rivers

13 sought to utilize the existing OATT rates until such time as this Commission approved

14 an adjustment to Big Rivers’ transmission rates to utilize the Midwest ISO Attachment

15 0 formula rate. For convenience, a copy of that Order is attached as Exhibit Seelye-9.

16 Q. Did the FERC issue an order in Docket No. ER11-15-000?

17 A. Yes. FERC conditionally accepted for filing Big Rivers’ Attachment 0 formula rate, to

18 be effective December 1, 2010, through and including December 31, 2011. FERC

19 noted in its order dated November 24, 2010, that this acceptance with an end date of

20 December 31, 2011 does not foreclose the Midwest ISO and Big Rivers from making a

21 filing at an earlier date to adopt an appropriate formula rate for Big Rivers.

22 Q. Is Big Rivers requesting authorization to adjust its transmission rates to use the

23 Midwest ISO Attachment 0 on an ongoing basis?
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1 A. Yes. Big Rivers is requesting to use the Midwest ISO Attachment 0 and to update the

2 inputs used in the transmission formula rate on an annual basis.

3 Q. If the Commission approves the use of the Midwest ISO Attachment 0 formula

4 rate, do you anticipate that a revised Attachment 0 rate will become effective

5 prior to December 31, 2011?

6 A. Yes. In the spring of each year, Transmission-Owning members of Midwest ISO

7 ordinarily provide Attachment 0 data for the previous calendar year to Midwest ISO.

8 Midwest ISO then utilizes the Attachment 0 data for the previous calendar year when

9 updating its transmission rates to become effective June 1st of the current year. On this

10 schedule, in the spring of 2011 Big Rivers will compile Attachment 0 data for calendar

11 year 2010 and provide it to Midwest ISO; Midwest ISO will incorporate the 2010

12 Attachment 0 data for rates that become effective June 1, 2011. Thus, the Big Rivers

13 Attachment 0 formula rate, if authorized by this Commission to be used by Big Rivers,

14 would go into effect when the retail rates approved by the Commission in this

15 proceeding become effective, pre-empting the transmission rates that are presently

16 approved on an interim basis only until December 31, 2011.

17 Q. Please describe the transmission costs included in Midwest ISO’s FERC-approved

1$ Attachment 0 formula rate?

19 A. Schedule 7 - Long-Term Firm and Short-Term Firm Point-to-Point Transmission

20 Service, Schedule 8 - Non-Firm Point-to-Point Transmission Service, and Schedule 9 -

21 Network Integration Service of Midwest ISO’s Midwest ISO Tariff are assessed for any

22 loads sinking in a transmission owner’s transmission pricing zone. The charges

23 collected under these schedules are based on the rate formula contained in Attachment
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1 0 of the Midwest ISO Tariff. The rate formula corresponds to a revenue requirement

2 calculation that is performed annually by each Midwest ISO transmission owner. The

3 revenue requirements, including operating expenses and a return on transmission net

4 investment grossed up for income taxes, less transmission revenues (revenue credits)

5 collected pursuant to the Schedu]e 7, 8, and 9 of the Midwest ISO Tariff, are allocated

6 to the transmission owner.

7 Q. Will the adoption of the Attachment 0 transmission formula rate affect base rates

8 charged to Big Rivers’ members?

9 A. No.

10

11 XI. TEMPERATURE NORMALIZATION ADJUSTMENT

12

13 Q. Is Big Rivers proposing a temperature normalization adjustment for electric

14 operations in this proceeding?

15 A. Yes.

16 Q. What is the purpose of making such an adjustment in a rate case?

17 A. In a general rate case, service rates are set at a level that will provide the utility a

1$ reasonable opportunity to recover its costs on a going-forward basis. The underlying

19 principle is that when rates go into effect as a result of a general rate case, those rates

20 will represent a level of revenue that will allow the utility to recover its reasonably

21 incurred costs on a going-forward basis. This principle holds regardless of whether a

22 projected test year or a historical test year is used to set rates. When rates are based on

23 a historical test year, pro forma adjustments are made to test-year operating results so

24 that revenues and expenses will be representative on a going-forward basis. This is the
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I principle behind adjusting certain test-year operating results to reflect a going-forward

2 level of expenses and revenues for things such as annualizing revenues and expenses

3 for new customers or annualizing certain expenses (e.g., depreciation expense and

4 wages and benefits expense) to reflect the full amount on a going forward basis. In this

5 proceeding, the Company has made a number of other normalization adjustments to

6 help ensure that the historical test year will be representative of costs and revenues on a

7 going-forward basis. Only normalization adjustments that are supported by a ound

8 statistical methodolpgy and apply clear and objective measures are used to adjust test

9 year results.

10 Q. Why is it appropriate to make a temperature normalization adjustment in this

11 proceeding?

12 A. Electric utility sales vary with temperature. As temperatures rise during the summer,

13 more electric energy is used by customers to operate the compressors on their air-

14 conditioners. Likewise, as temperatures go down in the winter, more electric energy is

15 used by customers to operate electric furnaces and other space-heating appliances.

16 Consequent]y, for any day during the summer or winter, Big Rivers’ electric sales will

17 increase and decrease as a result of changes in temperature. Without a temperature

18 normalization adjustment, there can be no assurance that the test year level of expenses,

19 and therefore, the proposed amount of revenue will be representative on a going

20 forward basis.

21 Q. Should revenues and expenses reflect a range of cooling and heating degree days

22 representative of normal conditions?
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1 A. Yes. What is considered normal can be represented in a number of statistically valid

2 ways. One methodology — the mean-value approach — is to represent normal degree

3 days by calculating a 30-year average. Another methodology would be to establish a

4 statistically determined range centered on the mean-value degree days.

5 from a statistical perspective, a 30-year mean, or average, would represent a

6 measure of the expected value for heating degree days. For a normally-distributed

7 probability density function, the expected value of a random variable is equal to the

8 mean value. Or stated more rigorously, the maximum likelihood estimator for a

9 normally distributed random variable is equal to the sample mean value. (for example,

10 see Robert V. Hogg and Allen T. Craig, Introduction to Mathematical Statistics, Third

11 Edition, 1975, at 257.) Therefore, the 30-year average heating degree days are

12 considered to be representative of a going-forward level of heating degree days for

13 purposes of determining test-year levels of revenues and sales.

14 This is a standard approach for normalizing natural gas revenues and expenses,

15 and is also used in other jurisdictions to normalize electric revenues and expenses.

16 Although it has accepted the mean-value methodology for calculating gas temperature

17 normalization adjustments for natural gas utilities for many years, the Commission has

18 expressed concerns about using the mean-value approach for electric temperature

19 normalization. In its Order in Louisville Gas and Electric’s Case No. 10064, the

20 Commission stated as follows:

21 The Commission is of the opinion that there is adequate evidence to
22 suggest that a range of temperatures and not a specific mean
23 temperature is a more appropriate measure of normal temperatures.
24 As long as the temperature falls within these bounds then it is
25 inappropriate to adjust sales for temperature. However, if the
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1 temperature falls outside those bounds then it is appropriate to adjust
2 sales to the nearest bound. (Order in Case No. 10064, dated July 1,
3 1988, at 39.)
4

5 Therefore, an alternative to the mean-value approach, one which was suggested by the

6 Commission’s Order in Case No. 10064 and is well-grounded by statistical theory,

7 would be to determine a range of cooling and heating degrees days that would be

8 considered normal. Instead of normal degree days being represented by a mean value,

9 a bandwidth around the mean value could be established. Cooling degree days inside

10 the bandwidth would then be considered normal, and cooling degree days outside the

11 bandwidth — either high or low — would be considered abnormal or extraordinary,

12 requiring a normalization adjustment to bring revenues and sales to within a normal

13 range. A standard approach for establishing a normal range of a random variable is to

14 determine a bandwidth of two standard deviations centered on the mean. The rationale

15 for this approach is that for a normally-distributed (Gaussian) probability density

16 function, the random variable will fall within a range between one standard deviation

17 above and one standard deviation below the mean value 68 percent of the time. More

18 important for our purposes is the fact that a random variable will only exceed the two

19 standard deviation bandwidth 16 percent of the time. Assuming that cooling and

20 heating degree days are normally distributed, which is a standard supposition well-

21 grounded in empirical research, only 16 percent of the time would temperatures be

22 expected to exceed one standard deviation above or below the mean.

23 Q. Which methodology did Big Rivers use for the Temperature Normalization

24 Adjustment it is proposing in this case?
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1 A. Big Rivers is proposing to use the banded methodology described above. Specifically,

2 if heating and cooling degree days during a month are within plus or minus one

3 standard deviation of the mean degree days for the month, then no adjustment would be

4 made during that month. If heating or cooling degree days for a month are more than

5 one standard deviation above the average for that month, then sales would be adjusted

6 upward or downward to reflect the heating or cooling degree days at the top end of the

7 range. In other words if the degree days are above the top end of the range, they are not

$ adjusted to the average but only to one standard deviation above the average.

9 Likewise if heating or cooling degree days for a month are more than one standard

10 deviation below the average for that month, then sales would be adjusted downward or

11 upward to reflect the heating or cooling degree days at the bottom end of the range.

12 This approach places constraints on the magnitude of the temperature

13 normalization adjustment when compared with an adjustment based on the mean value.

14 first, a constraint is placed on the magnitude of the total revenue and expense

15 adjustment because monthly normalization adjustments would only be made during

16 months when cooling or heating degree days fall outside a particularly wide range of

17 degree days. Second, the methodology would only adjust sales to one of the two end

1$ points of the degree day range. Thus, this approach would certainly result in lower

19 revenue and expense adjustments than adjusting to the mid-point of the degree-day

20 range (the mean value).

21 The determination of Big Rivers proposed revenue and expense adjustments are

22 shown in Exhibit Seelye- 10. Page 1 of the exhibit shows the calculation of the revenue

23 adjustment ($421,610), the expense adjustment ($295,293), and the net overall
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1 adjustment of ($126,318). Page 2 shows the calculation of the base fuel and variable

2 cost per kWh used to determine the expense adjustment. Page 3 shows the

3 determination of normalized sales and the kWh adjustment used to calculate the

4 revenue and expenses adjustments. Page 3 of the exhibit also shows the cooling degree

5 day and heating degree day bands for each month of the test year, based on one

6 standard deviation above and one standard deviation below the 30 year average for the

7 month. GDS Associates, Inc. constructed the analysis shown on page 3. GDS

8 Associates, Inc. prepared the long term forecast for Big Rivers IRP filings. Because of

9 its work in this area for Big Rivers, ODS Associates, Inc. had already compiled the data

10 necessary to perform the analysis.

11 Q. Are there months during the year that would not be adjusted under this

12 methodology?

13 A. Yes, for most months during the test year no adjustments are required. As can be seen

14 from Exhibit Seelye-1O page 3, the only heating degree day adjustments that would be

15 required are for the months of January and february. January is 32 degree days colder

16 than the top of the range; and February is 74 degree days colder than the top of the

17 range. The only cooling degree day adjustments that are necessary are for the months of

18 June and August. June is 52 degree days hotter than the top end of the range; and

19 August is 3 degree days hotter than the top end of the range.

20 Q. After the kWh sales adjustments were determined for each class, how was the

21 revenue component of the adjustment calculated?

22 A. The revenue adjustment was calculated by applying the kWb adjustment for the Rurals

23 to the applicable energy charge. No attempt was made to normalize the demand
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1 charges. The proposed temperature normalization procedure normalized kWh sales and

2 not maximum individual demands. Had demands been normalized, the revenue

3 adjustment would have been larger without materially changing the expense

4 adjustment.

5 Q. flow was the expense component of the adjustment determined?

6 A. The expense component of the temperature normalization adjustment was calculated by

7 applying the kWh sales adjustment to the variable expenses per kWh during the test

8 year. Variable expenses were determined using the FERC predominance methodology

9 that was used in the Company’s embedded cost of service study.

10 Q. Has the Commission ever considered an electric temperature normalization

11 adjustment in other proceedings?

12 A. Yes. Electric temperature normalization adjustments were considered in Kentucky

13 Utilities Case No. 98-474 and in Case No. 8284, Case No. 8616, Case No. 8924, Case

14 No. 10064, and Case No. 98-426, which were LG&E rate proceedings. In each of these

15 proceedings, the Commission denied the adjustment, noting that the companies had

16 failed to adequately support the adjustment. The Commission however continued to

17 endorse the concept of normalization and expressed a willingness to consider

18 temperature adjustments in fiature rate proceedings. (See Commission’s Orders in

19 Cases 8284, page 9, 8616, page 15, 98-426, page 73, and Case No. 98-474, at page 70.)

20 In Case Nos. 98-474 and 98-426, the Commission expressed concern about the

21 use of 20-year average degree days rather than a 30-year average, noting that “previous

22 electric weather normalization adjustments proposed in the LG&E rate cases were
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I based on a 30-year average. The 30-year average is typically used in gas weather

2 normalization adjustments.” (Id., at 74.)

3 In Case No. 10064, the Commission expressed concern that LG&E did not

4 construct a “confidence interval” for temperature adjustment purposes. On page 38 of

5 the Order, the Commission observed that LQ&E “adjusted each month’s actual billing-

6 cycle temperature-sensitive load to a mean determined temperature-sensitive load

7 instead of to a temperature-sensitive load determined by the boundaries of a range of

8 acceptable values constructed around the mean.” (Order in Case No. 10064, dated July

9 1, 1998, at 3 8-39.) The Commission also expressed concern about the accuracy of the

JO billing-cycle degree days used in the temperature normalization adjustment.

11 Additionally, the Commission criticized LG&E’s adjustment because it did not rely on

12 a regression model to adjust test-year sales and only analyzed one variable. (Id., at 42-

13 43.)

14 The adjustments proposed by LG&E in Case Nos. 8284 and 8616 were

15 developed without relying on any sort of statistical analysis. Temperature-sensitive

16 load was estimated by first selecting a single month to calculate a base load level and

17 then all sales during the summer months above that base load level were considered to

18 be the temperature-sensitive load. The Commission rejected the methodologies

19 proposed in those proceedings for obvious reasons.

20 Q. Do you believe that the Commission’s concerns expressed in the previous rate

21 cases where temperature normalization adjustments have been proposed are

22 adequately addressed in this filing?
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I A. Yes. All previous concerns expressed by the Commission have been thoroughly and

2 comprehensively addressed.

3 Q. How does this methodology address the Commissions past criticisms that any

4 temperature normalization methodology should rely on statistical analysis?

5 A. Under the proposed methodology, GDS Associates, Inc. performed a statistical analysis

6 to develop a bandwidth for each month and to determine the relationship of temperature

7 to kWh sales to the Rurals.

8 Q. How does this methodology address the Commissions past criticisms that

9 adjustments for temperature should not be made to a single mean value but to a

10 range of acceptable values constructed around the mean?

11 A. Under the proposed methodology, GD$ Associates, Inc. performed statistical analyses

12 to develop a band width around the 30 year average number of degree days for each

13 month. The band width was determined based on one standard deviation above and

14 below the 30 year average.

15 Q. How does this methodology address the Commissions past criticisms that the

16 relationship between temperature and kWh sales was not determined by using a

17 regression analysis?

18 A. ODS Associates, Inc. performed a regression analysis to determine the relationship

19 between temperature and kWh sales to the Rurals.

20 Q. How does this methodology address the Commissions past criticisms that normal

21 temperature was based on a 20 year normal instead of a 30 year normal?

22 A. GDS Associates, Inc. used a 30 year normal to develop the bandwidths for each month

23 of the year.
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I Q. Does the temperature normalization have the effect of decreasing test-year

2 operating income and thus increasing the Company’s proposed revenue increase?

3 A. Yes. Although the net effect of the adjustment is only $126,318, the temperature

4 normalization adjustment decreases operating income and raises the Company’s

5 proposed rate increase in this filing.

6 Q. Do you recommend that this adjustment be made?

7 A. Yes. I believe that it is appropriate to make an electric temperature normalization

$ adjustment.

9

10 XII. CONCLUSION

11

12 Q. Do you have any closing comments?

13 A. Yes. Big Rivers’ proposed increase in base rates is necessary so that Big Rivers can

14 meet its MFIR and maintain investment grade credit ratings, as required by its debt

15 covenants. Big Rivers’ proposed rates are designed to increase base rate revenues by

16 $39,953,965, which is necessary for Big Rivers to meet the financial requirements set

17 forth in its debt agreements and to continue to provide reliable service to its customers,

1$ as discussed in Mr. Blackburn’s testimony. The proposed rates are designed to narrow

19 the gap in the rates of return between the Rurals and Large Industrials.

20 Q. Does this conclude your testimony?

21 A. Yes, it does.
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OUALIFICATIONS OF WILLIAM STEVEN SEELYE

Summary of Qualifications

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives,
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale
and retail rate designs; and develops revenue requirements for utilities in general rate cases,
including the preparation of analyses supporting pro-forma adjustments and the development of
rate base.

Employment
Senior Consultant and Principal Provides consulting services in the areas
The Prime Group, LLC of tariff development, regulatory analysis
(July 1996 to Present) revenue requirements, cost of service,

rate design, fuel and power procurement,
depreciation studies, lead-lag studies, and
mathematical modeling.

Assists utilities with developing strategic marketing
plans and implementation of those plans. Provides
utility clients assistance regarding regulatory policy
and strategy; project management support for
utilities involved in complex regulatory
proceedings; process audits; state and federal
regulatory filing development; cost of service
development and support; the development of
innovative rates to achieve strategic objectives;
unbundling of rates and the development of menus
of rate alternatives for use with customers;
performance-based rate development.

Prepared retail and wholesale rate schedules and
filings submitted to the Federal Energy Regulatory
Commission (FERC) and state regulatory
commissions for numerous of electric and gas
utilities. Performed cost of service or rate studies
for over 150 utilities throughout North America.
Prepared market power analyses in support of
market-based rate filings submitted to the FERC for
utilities and their marketing affiliates. Performed
business practice audits for electric utilities, gas
utilities, and independent transmission
organizations (ISOs), including audits of production
cost modeling, retail utility tariffs, retail utility
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billing practices, and ISO billing processes and
procedures.

Manager ofRates and Other Positions Held various positions in the Rate
Louisville Gas & Electric Co. Department of LG&E. In December 1990,
(May 1979 to July 1996) promoted to Manager of Rates and

Regulatory Analysis. In May 1994,
given additional responsibilities in the marketing
area and promoted to Manager of Market
Management and Rates.

Education
Bachelor of Science Degree in Mathematics, University of Louisville, 1979
54 Hours of Graduate Level Course Work in Indttstrial Engineering and Physics.

Associations
Member of the Society for Industrial and Applied Mathematics

Expert Witness Testimony

Alabama: Testified in Docket 28101 on behalf of Mobile Gas Service Corporation
concerning rate design and pro-forma revenue adjustments.

Colorado: Testified in Consolidated Docket Nos. 0lf-530E and O1A-531E on behalf of
Intermountain Rural Electric Association in a territory dispute case.

FERC: Submitted direct and rebuttal testimony in Docket No. ELO2-25-000 et al.
concerning Public Service of Colorado’s fuel cost adjustment.

Submitted direct and responsive testimony in Docicet No. ERO5-522-001
concerning a rate filing by Bluegrass Generation Company, LLC to charge
reactive power service to LG&E Energy, LLC.

Submitted testimony in Docket Nos. ERO7-13$3-000 and ERO8-05-000
concerning Duke Energy Shared Services, Inc.’s charges for reactive power
service.

Submitted testimony in Docket No. ERO8-l468-000 concerning changes to
Vectren Energy’s transmission formula rate.

Submitted testimony in Docket No. ERO8-1588-000 concerning a generation
formula rate for Kentucky Utilities Company.

Case No. 2011-00036
Exhibit Seelye-1

Page2of 7



Submitted testimony in Docket No. ERO9-180-000 concerning changes to Vectren
Energys transmission formula rate.

Submitted testimony in Docket No. ER11-2127-000 concerning transmission
rates proposed by Terra-Gen Dixie Valley, LLC.

Submitted testimony in Docket No. ER.l1-2779 on behalf of Southern Illinois
Power Cooperative concerning wholesale distribution service charges proposed
by Ameren Services Company.

Submitted testimony in Docket No. ER1 1-2786 on behalf of Norris Electric
Cooperative concerning wholesale distribution service charges proposed by
Ameren Services Company.

Florida: Testified in Docket No. 981827 on behalf of Lee County Electric Cooperative,
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of
service.

Illinois: Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 01-0637 on
behalf of Central Illinois Light Company (“CILCO”) concerning the modification
of interim supply service and the implementation of black start service in
connection with providing unbundled electric service.

Indiana: Submitted direct testimony and testimony in support of a settlement agreement in
Cause No. 42713 on behalf of Richmond Power & Light regarding revenue
requirements, class cost of service studies, fuel adjustment clause and rate design.

Submitted direct and rebuttal testimony in Cause No. 43111 on behalf of Vectren
Energy in support of a transmission cost recovery adjustment.

Submitted direct testimony in Cause No. 43773 on behalf of Crawfordsville
Electric Light & Power regarding revenue requirements, class cost of service
studies, fuel adjustment clause and rate design.

Kansas: Submitted direct and rebuttal testimony in Docket No. 05-WSEE-981-RTS on
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding
transmission delivery revenue requirements, energy cost adjustment clauses, fuel
normalization, and class cost of service studies.

Kentucky: Testified in Administrative Case No. 244 regarding rates for cogenerators and
small power producers, Case No. $924 regarding marginal cost of service, and in
numerous 6-month and 2-year fuel adjustment clause proceedings.

Submitted direct and rebuttal testimony in Case No. 96-16 1 and Case No. 96-362
regarding Prestonsburg Utilities’ rates.
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Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta
Natural Gas Company, Inc. concerning its rate stabilization plan.

Submitted direct and rebuttal testimony in Case No. 99-176 on behalf of Delta
Natural Gas Company, Inc. concerning cost of service, rate design and expense
adjustments in connection with Delta’s rate case.

Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf
of Louisville Gas and Electric Company concerning cost of service, rate design,
and pro-forma adjustments to revenues and expenses.

Submitted rebuttal testimony in Case No. 2000-548 on behalf of Louisville Gas
and Electric Company regarding the company’s prepaid metering program.

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002-
00430 and on behalf of Kentucky utilities Company in Case No. 2002-00429
regarding the calculation of merger savings.

Submitted direct and rebuttal testimony in Case No. 2003-0043 3 on behalf of
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of
Kentucky Utilities Company regarding pro-forma revenue, expense and plant
adjustments, class cost of service studies, and rate design.

I
Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates,
class cost of service studies, and rate design.

Testified on behalf of Kentucky Utilities Company in Case No. 2006-00 129 and
on behalf of Louisville Gas and electric Company in Case No. 2006-00130
concerning methodologies for recovering environmental costs through base
electric rates.

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089
concerning cost of service, temperature normalization, year-end normalization,
depreciation expenses, allocation of the rate increase, and rate design.

Submitted testimony on behalf of Big Rivers Electric Corporation and E.ON U.S.
LLC in Case No 2007-00455 and Case No. 2007-00460 regarding the design and
implementation of a Fuel Adjustment Clause, Environmental Surcharge, Unwind
Surcredit, Rebate Adjustment, and Member Rate Stability Mechanism for Big
Rivers Electric Corporation in connection with the unwind of a lease and purchase
power transaction with E.ON U.S. LLC.

Submitted testimony in Case No. 2008-00251 on behalf of Kentucky Utilities
Company and in Case No. 2008-00252 on behalf of Louisville Gas and Electric
Company regarding pro-forma revenue and expense adjustments, electric and gas
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temperature normalization, jurisdictional separation, class cost of service studies,
and rate design.

Submitted testimony in Case No. 2008-00409 on behalf of East Kentucky Power
Cooperative, Inc., concerning revenue requirements, pro-forma adjustments, cost
of service, and rate design.

Submitted testimony in Case No. 2009-00040 on behalf of Big Rivers Electric
Corporation regarding revenue requirements and rate design.

Submitted testimony on behalf of Columbia Gas Company of Kentucky in Case
No. 2009-00141 regarding the demand side management program costs and cost
recovery mechanism.

Submitted testimony in Case No. 2009-00548 on behalf of Kentucky Utilities
Company and in Case No. 2009-00549 on behalf of Louisville Gas and Electric
Company regarding pro-forma revenue and expense adjustments, electric and gas
temperature normalization, jurisdictional separation, class cost of service studies,
and rate design.

Submitted testimony in Case No. 2010-00116 on behalf of Delta Natural Gas
Company concerning cost of service, temperature normalization, year-end
normalization, depreciation expenses, allocation of the rate increase, and rate
design.

Nevada: Submitted direct and rebuttal testimony in Case No. 03-10001 on behalf of
Nevada Power Company regarding cash working capital and rate base
adjustments.

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of Sierra
Pacific Power Company regarding cash working capital.

Submitted direct and rebuttal testimony in Case No. 05-10003 on behalf of
Nevada Power Company regarding cash working capital for an electric general
rate case.

Submitted direct and rebuttal testimony in Case No. 05-10005 on behalf of Sierra
Pacific Power Company regarding cash working capital for a gas general rate
case.

Submitted direct and rebuttal testimony in Case Nos. 06-11022 and 06-11023 on
behalf of Nevada Power Company regarding cash working capital for a gas
general rate case.
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Submitted direct and rebuttal testimony in Case No. 07-12001 on behalf of Sierra
Pacific Power Company regarding cash working capital for an electric general
rate case.

Submitted direct testimony in Case No. Docket No. 08-12002 on behalf of
Nevada Power Company regarding cash working capital for an electric general
rate case.

Submitted direct testimony in Case No. Docket No. 10-06001 on behalf of Sierra
Pacific Power Company regarding cash working capital for an electric general
rate cases.

Maryland Submitted direct testimony in PSC Case No. 9234 on behalf of Southern
Maryland Electric Cooperative regarding a class cost of service study.

Nova Scotia: Testified on behalf of Nova Scotia Power Company in NSUARB — NSPI — P-s 87
regarding the development and implementation of a fuel adjustment mechanism.

Submitted testimony in NSUARB — NSPI — P-S 84 regarding Nova Scotia Power
Company’s application to approve a demand-side management plan and cost
recovery mechanism.

Submitted testimony in NSUARB — NSPI — P-888 regarding a general rate
application filed by Nova Scotia Power Company.

Submitted testimony on behalf of Nova Scotia Power Company in the matter of
the approval of backup, top-up and spill service for use in the Wholesale Open
Access Market in Nova Scotia.

Submitted testimony in NSUARB — N$PI — P-884 (2) on behalf of Nova Scotia
Power Company’s regarding a demand-side management cost recovery
mechanism.

Virginia: Submitted testimony in Case No. PUE-2008-00076 on behalf of Northern Neck
Electric Cooperative regarding revenue requirements, class cost of service,
jurisdictional separation and an excess facilities charge rider.

Submitted testimony in Case No. PUE-2009-00029 on behalf of Old Dominion
Power Company regarding class cost of service, jurisdictional separation,
allocation of the revenue increase, general rate design, time of use rates, and
excess facilities charge rider.

Case No. 2011-00036
Exhibit Seelye-1

Page 6 of 7



Submitted testimony in Case No. PIJE-2009-00065 on behalf of Craig-Botetourt
Electric Cooperative regarding revenue requirements, class cost of service,
jurisdictional separation and an excess facilities charge rider.
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Exhibit $eelye-2

Cost of Service Study

Functional Assignment and
Classification
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Exhibit $eelye-4

Reconciliation of
Billing Determinants



Big Rivers Electric Corporation
Reconciliation of Billing Determinants
For the 12 Months Ended October31 2010

Billing
Rate Determinants Charge Billings

Rural Deliveiy Point Service

Demand Charge kW-Mo 7.37 1kW-Mo
Kenergy 2643,407 $ 19,481910
Jackson Purchase 1492,514 10999,828
Meade County 1091,806 8,046,610

5227,727 38,528,348

Energy Charge kWh $ 0.02040 lkWh
Kenergy 1,255,008,258 $ 25,602,168
Jackson Purchase 694,512,540 14,168,056
Meade County 499,627.006

— 10,792,391
2449,147,804

- 49,962,615

Total Demand and Energy Charges $ 88,490,963

Green Power 401.36

Fuel Adjustment Clause 25,166,503

Environmental Surcharge 5,315,462

Unwind Surcredit (8,038,629)

Total $ 110,934,700

Revenues per Statement of Operations $ 110,934,700

Difference $ (0)

Large Industrial Customer Delivery Point Service

Demand Charge 1,743,869 kW-Mo 10 15 1kW-Mo $ 17,700,270

Energy Charge 928,867,170 kWh $ 0.01372 lkWh 12,739,688

Total Demand and Energy Charges S 30,439,958

Green Power

Power Factor Provision and Off-System Sales Credit 172,750

Fuet Adjustment Clause 9,525,471

Environmental Surcharge 2,025,233

Unwind Surcredit (3,052,791)

Total $ 39,710,620

Revenues Per Statement of Operations $ 39,110620

Difference $ (0)

Total $ 150,045,320

Case No. 2011.00036

Exhibit Seelye4
Page 1 of I



Exhibit $eelye-5

Analysis ofNon-FAC PPA



BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Non FAC PPA Base Calculation

Monthly Rate Current Base Monthly
Expense PP(m) S(m) PP(m) I S(m) PP(b) I Sfb) Factor

Month $ kWh $IkWh $/kWh S/kWh
(7) (2) (3) (4) — — (5) (6)

1 Nov-09 857,210 823074275 0.001041 0.001750 (0.000709)
2 Dec-09 32,675 915375,535 0.000036 0.001750 (0.001714)
3 Jan-10 1,269,343 955,577,721 0.001328 0.001750 (0.000422)
4 Feb-10 435,979 860,254,282 0.000507 0.001750 (0.001243)
5 Mar-10 434,796 872,673,993 0.000498 0.001750 (0.001252)
6 Apr-10 880,947 803,411,031 0.001097 0.001750 (0.000653)
7 May-10 996,887 852,213,743 0001170 0.001750 (0.000580)
8 Jun-10 782,758 895,570,310 0.000874 0.001750 (0.000876)
9 Jul-10 836,859 936,197,462 0.000894 0.001750 (0.000856)
10 Aug-10 473,665 948,595,005 0.000499 0.001750 (0.001251)
if Sep-10 503,904 838,888,879 0.000601 0.001750 (0.001149)
12 Oct-10 1,122,128 822198,468 0.001365 0.001750 (0.000385)
13
14 Total 8,627.151 10,524030,704 0.000820 0.001750 (0.000930)

Case No. 2011-00036
Exhibit Seelye-5
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Exhibit $eelye-6

Summary of Revenue Increase
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Non-Smelter Non-FAC PPA



For All Territory Served By
Cooperative’s Transmission System
P,S.C.KY.NO. _. 24

Original SHEET NO. 59

Big Rivers Electric Corpjjon CANCELLING P.S.C.KY.NO,

__________

(Name of Utility)
SHEET NO,

_____

RATES, TERMS AND CONDITIONS - SECTION 2 —,______

Non-Smelter Non-FAC PPA

Applicability
Applicable in all territory served by Big Rivers’ Member Cooperatives.

Availability
To all sales under the following Big Rivers standard rate schedules: (1) Rural Delivery Service,
(ii) Large Industrial Customer, and (iii) Large Industrial Customer Expansion, but only to the
extent of service priced under schedule LIC.

Definitions
Please see Section 4 for definitions common to all tariffs.

“Smelters” are the aluminum reduction facilities of Alcan Primary Products Corporation and
Century Aluminum of Kentucky General Partnership, as further described in the Wholesale
Smelter Agreements.

“Smelter Agreements” are the two Wholesale Electric Service Agreements each dated as of July
1, 2009, between Big Rivers and Kenergy with respect to service by Kenergy to a Smelter.

Description
The Non-Smelter Non-FAC PPA (“NSNFP”) Factor shall be calculated as a per..kWh billing
credit or charge applied on a monthly basis, for each applicable rate schedule as follows:

NSNFP Factor RA I KWH
Where

RA is the balance in the NSNFP Regulatory Account, established pursuant to the March
6, 2009 Order of the Public Service Commission in Case No. 2007-00455, as of June 30th

of the current year and determined as provided below in the “Calculation of Purchased
Power Expense” section;
and

KWH is the estimated Non-Smelter Applicable Sales (NSS), defined below, for the
twelve month service period beginning September jSI of the current year through and
including August 3] St of the following year

DATE OF ISSUE Match 1,2011 DATE EFFECTIVE pril 1,2011

_____

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3r St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
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For A]] Ten-itoiy Served By
Cooperative’s Transmission System
P.S.C.KY,NO. 24

Original SHEET NO. 60

Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO. — —

(Name of Utility)
SHEET NO.

___________

RATES, TERMS AND CONDITiONS - SECTION 2
Non-Smelter Non-FAC PPA contd —

The NSNFP F actor shall be calculated based upon the June 30th balance and applied to bills for
service beginning September ] of the current year. The current NSNFP F actor shall remain in
place for service through and including August 3I of the following year, at which time it will be
updated in accordance with the formula above.

An over- or under- recovery shall be calculated using actual amounts and shall be included in the NSNFP
Regulatory Account balance for recovery in the subsequent period.

Special Conditions

1) First Twelve Months

For the initial implementation of this rate mechanism, the NSNFP Factor shall be designed to
return the Regulatory Liability balance as of June 30, 2011, over twenty-four (24) months
beginning with the bills for September 2011 service. After this factor has been in place for
twenty-four (24) months, any remaining over- or under- recovery shall be included in the Non
FAC PPA Regulatory Account balance for recovery in the subsequent period.

2) Second Twelve Months

For the service periods beginning September 1, 2012, and ending August 31, 2013, two NSNFP
Factors shall be in place. The first is the credit for months thirteen (13) through month twenty-
four (24) of the credit noted in the first Twelve Months section above. The second is the NSNFP
F actor calculated in accordance with the standard formula:

NSNFP factor = RA / KWH
Where

RA is the Non-FAC PPA Regulatory Account balance as of June 30, 2012 and

KWH is the estimated Non-Smelter Applicable Sales (NSS) for the twelve (12) months
beginning September 1, 2012 through and including August 31, 2013.

The two NSNFP Factors will be applied simultaneously over the twelve month service period
from September 1, 2012 to August 31. 2013.

DATE OF ISSUE March 1, 2011 DATE EFFECTIVE April 1, 2011

ISSUED sy President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3Fd St., Henderson, KY 42420

Case No. 20 11-00036
Exhibit Seelye-7
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For All Territory Served By
Cooperative’s Transmission System
P.S.C.KY.NO. 24

Original — SHEET NO. 61

Bi Rivers Electric Corporation CANCELLING P.S.C.KY.NO.

__________

(Name of Utility)
SHEET NO,

_____________

RATES, TERMS AND CONDITIONS - SECTION 2

Non-Smelter Non-FAC PPA contd.

3) Third Twelve Months and Subsequent Twelve-Month Periods

For the service periods beginning September 1,2013, only one NSNFP Factor shall be in place,
calculated in accordance with the standard formula noted herein.

Calculation of Purchase Power Expense

Purchased Power Expense:
The monthly amount of purchased power expense that is recorded in the NSNFP Regulatory
Account (PP(x)) is determined as provided in this section.

Definitions:

“Account” is the specified numbered account as set forth in the Uniform System of Accounts —

Electric, promulgated under Bulletin 17678-1 by the Rural Utilities Service, an agency of the U.S.
Department of Agriculture.

“SEPA” is the Southeastern Power Administration, an agency of the U.S. Department of Energy, or
any successor agency.

“Wholesale Smelter Agreements” are the Alcan Wholesale Agreement and the Century Wholesale
Agreement.

Determination of the PP(x):

The PP(x) shall be determined in accordance with the following formula:

PP(x) (PP(m)/S(m) - PP(b)/S(b)) x NSS(m)

Where PP(m) is the current Purchased Power Costs for the month; S(m) is the current Applicable
Sales; PP(b) is the Purchase Power Cost for the base period; and S(b) is the sales in the base period,

DATE OF ISSUE March 1,2011 DATE EFFECTIVE April 1,2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3 St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
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For MI Territory Served By
Cooperative’s Transmission System
P.S.C.KY.NO. 24 —

Original SHEET NO. 62

Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.

__________

(Name of Utility)
SHEET NO.

____________

RATES, TERMS AND CONDITIONS -SECTION 2
Non-Smelter Non-FAC PPA contd

For the initial base period, PP(b)/S(b) (the “Purchased Power Base”) is $0000874.

Purchased Power Costs (PP) shall be the sum of:

(a) The total cost of power purchased (including purchases from SEPA) that
is expensed by Big Rivers to Account 555 (excluding those costs that are recovered
through Big Rivers’ FAC and excluding costs expensed to Account Nos. 555.150,
555.151, 555.152 and related accounts regarding Big Rivers’ cost share of HMP&L’s
Station Two, and to Account No. 555.188 and related accounts regarding Big Rivers’
purchase of back-up power for the Domtar cogenerator) including transmission and
related costs that are expensed to Account 565.

(b) The total amount of any adjustments to Purchased Power Costs
attributable to prior months, whether positive or negative; and

(c) The total cost of amounts credited by Big Rivers to Kenergy with respect
to voluntary curtailments under Section 4.13.2 of either Smelter Wholesale Agreement to
allow Big Rivers to avoid market priced purchases of power.

Less:

(d) The total cost of power purchased directly associated with sales
(including related system energy losses) by Big Rivers either to non-Member purchasers
of power or to Kenergy under either Wholesale Smelter Agreement for resale to either
Smelter as energy products other than Base Monthly Energy, assuming SEPA power
followed by the lowest cost power, whether generated or purchased, shall be allocated to
Applicable Sales,

Applicable Sales (S) shall be all kilowatt-hours sold at wholesale by Big Rivers (a) to its
Members under all electric rate schedules, including the Large Industrial Rate, for resale to
Kentucky ratepayers (other than by Kenergy to the Smelters and to Domtar for Backup Power
Service), and (b) to Kenergy as ease Monthly Energy as defined in each of the Wholesale
Smelter Agreements.

DATE OF ISSUE March 1,2011 DATE EFFECTIVE April 1,2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3 St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
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For All Territory Served By
Cooperative’s Transmission System
P.S.C.KY.NO. 24

Origina] SHEET NO. 63

Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.

__________________

(Name of Utility)
SHEET NO.

____________

-- RATES, TERMS AND CONDITIONS-SECTION 2
Non-Smelter Non-FAC PPA contd

Non-Smelter Applicable Sales (NSS) shall be all kilowatt-hours sold at wholesale by Big Rivers
to its Members under all electric rate schedules, including the Large Industrial Rate, for resale to
Kentucky ratepayers (other than by Kenergy to the Smelters and to Domtar for Backup Power
Service).

DATE OF ISSUE March 1, 2011 DATE EFFECTIVE April 1, 2011 —

ISSUED BY

____________________—

President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3t St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
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Updated Midwest ISO
Attachment 0



Midwest ISO
FERC Electric Tarift Fourth Revised Volume No I

Attachment 0
page 1 of 5

Formula Rate Non-Levelized Rate Fonnula Template For the 12 months ended 10/31/10
Utilizing RUS Form 12 Data 0

Big Rivers Electric Corporation

tine Allocated
No. Amouttt

I GROSS REVENUE REQUIREMENT (page 3, line 31) $ 28,964,266

REVENUECREDITS (NoteT) Total Allocator
2 Account No 454 (page 4, line 30) 26,250 TP 0 96521 25,337
3 Account No 456 (page 4, line 33) 13,449,298 TP 096521 12,981,351
4 Revenues ftorn Grandfathercd Inteezonal Transactions 0 TP 0 96521 0
5 Revenues frotn service provided by the ISO at a discount 0 TP 0 96521 0
6 TOTAL REVENUE CREDITS (sum lines 2-5) 13,006,688

7a Revenue Adjustment (Note W) $0
7 NET REVENUE REQUIREMENT (line I minus line 6 plus line 7a) $ 15,977,578

DIVISOR
8 Average of 12 coincident system peaks for requirements fRQ) service (Note A) 1,399,694
9 PIus 12 CP of firm buttdled sales over one year not itt line 8 (Note 13) 0
10 Plus 12 CP of Network toad not in line 8 (Note C) 0
II Less 12 CP of firm P-T-P over one year (enter negative) (Note 0) 0
12 Plus Cotitract Demand of firm P-T-P over one year 0
13 Less Contract Demand from Grandfathcred lnterzonal transactions over one year (enter negative) (Note 5) 0
14 Less 12 CP or Contract Demands from service over one year provided by ISO at a discount (enter negative) 0
IS Divisor (sum lines 8-14) 1,399,694

16 Annual Cost (S/kW/Yr) (line 7 / line IS) It 415
17 Network & P-to-P Rate (51kW/Mo) (line 16 / 12) 0 951

Peak Rate Off-Peak Rate
18 Point-To-Point Rate ($/kW/Wk) (lieu 16 / 52; line 16152) 0220 $0220
19 Point-To-Point Rate ($/kW/Oay) (line 16/260; line 16 / 365) 0044 Cupped at sveckly rate $0031
20 Point-To-Point Rate ($/MWIs) (line 16/4,160; line 16 / 8,760 2744 Capped at weekly $1 303

timen 1,000) and daily rates

21 FERC Annual Charge (S/MWIt) (Note E) $0000 Sltort Term $0000 Short Term
22 $0 000 tong Term 50000 L.onglerm

Case No. 2011-00036
Exhibit Seelye-8

Page 1 of 5



Issued by: Stephen G Kozey, Issuing Oflicer
Issued on: October 1,2010

Midwest ISO
ERC Electric Tariff, Fourth Reviscd Volume No I

Effective December 1,2010

Attachment 0
page 2 of 5

Formula Rate - Non-Levehized Rate Formula Template
Utilizing RUS Form 12 Data

Fortlte 12 months ended 10/31/10

tine
No. RATE BASE:

GROSS PLANT IN SERVICE
I Production
2 Transmission
3 Distribution
4 General & Intangible
5 Common

6 TOTAL. GROSS PLANT (sum lines 1-5)

ACCUMULATED DEPRECIATION
7 Prodstction
8 Transmission
9 Distribution
10 General & Intangible
ii Common

12 TOTALACCUM DEPRECIATION (sumlincs7-ll)

NET PLANT IN SERVICE
13 Production
14 Transmission
15 Distribution
16 General & Intangible
17 Common

18 TOTALNET PLANT (sum lines 13-17)

Big Rivets Electric Corporation
(3)

Cnmpany Total

(4) (5)
Transmission

Allncatnr (Col 3 limos Cal 4)

096521 229,390,235

0 13894 2,571,851
CE 0 13894 0

GP= II 939% 231962,086

096521 103,$22,204

0 13894 875,403
0 13894 0

104,697,600

125,568,031

1696,447

NP= 12258% 127,264,478

ADJUSTMENTS TO RATE BASE (Note F)
19 Account Na 281 (enter negative)
20 Account No 282 (enter negative)
21 Account No 283 (enter negative)
22 Account No 190
23 Accoust No 255 (cuter negative)

24 TOTAL ADJUSTMENTS (sum lines 19- 23)

0
0
0
0
0

0

zero
NP 0 12258
NP 0 12258
NP 0 12256
NP 0 12258

0
0
0
0
0

0

25 LAND HELD FOR FUTURE USE (Note 0) IP 096521

WORKING CAPITAL (Note H)
26 CWC
27 Materials & Supplies (Note 0)
2$ Propayments
29 TOTAL. WORKING CAPITAL (sum lines 26- 28)

30 RATE BASE (sum lines 18,24,25, and 29)

4,764,063
2,812,929
3,296,852

10,873,844

1,049, 120,0 16

1,685,643
TE 086297 2,427,481
OP 011939 393,596

4,506,721

131,771,199

Case No. 2011-00036
Exhibit Seelye-8

Page 2 of 6

(I) (2)
RUS Furm 12

ReFerence

12h A 6 e 1,686,796,955 NA
I 2h A. I I e 237,659,206 TP
l2hAI6e 0 NA
I2bAI&17e 18,511,051 NV/S

0

1,942,967,212

l2h B -41 790,847,523 NA
l2hBSf 107,564,747 TP
2hB6f 0 NA

l2lt.B 7 f 6,300,770 NV/S
0 CE

904,713,040

(line I - Iisc 7) 895,949,432
(line 2- line 8) 130,094,459
(line 3 - line 9) 0
(line 4- line 10) 12,210,281
(liens- line II) 0

1038,254, 172

calculated
I2ltG4d+5d
12a B 24



Issued by: Stephen G Kacey, Issuing Officer
Issued on: October 1,2010
Midwest ISO
FERC Electric Tariff, Fourth Revised Volume No I

Effective December 1,2010

Attachment 0
page 3 of 5

Formula Rate - Non-Levelteed Rate formula Template
Utilizing RUS form 12 Data

For the 12 months ended 10/3t/10

(1) (2)
Big Rivers Electric Corporation

(3) (4) (5)

DEPRECIATION EXPENSE
9 Transmission
10 General
II Common

12 TOTAI.DEPRECIATION (sumlines9- II)

0
5,420,614

TP 096521 5,002,143
W/S 0.13894 33,088
CE 0 13894 0

5,035,232

TAXES OTHER THAN INCOME TAXES (Note J)
LABOR RELATED

tO Payroll
14 Highway and vehicle
IS PLANT RELATED
6 Property

17 Gross Receipts
tO Other
IS Payments in lieu of taxes

20 TOTAL OTHER TAXES (Sam lines 13- 19)

0
0
0
0

0

0 W/S 0 13894
0 W/S 0 13894

OP 011939
zero

GP 011939
GP 011939

0
0

0
0
0
0

0

INCOME TAXES (Note K)
21 T=I — ([(I —StT)(t —FIT)J/(t -SIT • FIT • p))
22 CIT(T/l-T) * (I-(WCLTD/R)) =

where VCLTD (page 4, line 27) and R= (page 4, Iine3O)

and FIT, SIT & p are as given in Footnote K

23 I/fl -T) fftomlinn2l)

24 Amortized Investment Tax Credit (enter negative)

0 00%
0 00%

0 0000
0

25 Inceme Tax Calculation = line 22 bee 28

26 ITC adjustment (line 23 * line 24)

27 Total Income Taxes

0
0

(line 25 plus line 26) 0

NA
NP 0 12258

28 RETURN
[Rate Base (page 2, line 30) Rate of Return (page 4, line 24))

29 REV. REQtJIREMENT (sum lines 8, 12, 20. 27,28)

30 LESS ATTACHMENT fIG ADJUSTMENT [Attachment fIG, page 2, line 3,

colutnn 10) (Note U)
[Revenue requirement for facilities included on page 2, line 2, and also included in

Attachment GO)

31 REV REQUIREMENT TO BE COLLECTED UNDER

ATTACHMENT 0 (line 29- line 30)

83,310,740 NA

126,843,860

0

126,843,860

10,463,886

28,984,266

0

28,984,266

Issued by: Stephen G Kozey, Issuing Officer

Midwest ISO

Effective: December 1,2010

Case No. 2011-00036
Exhibit Seelye-8

Page 3 of 5

Line
No.

2

4

So

8

OEM
Transmission

Less Account 565
A&G

Less FERC Annual fees
Less EPRI & Reg Comm Esp & Non-safety Ad (Note I)

Plus Transmission Related Rcg Comm. Exp (Note I)

Common
Transmission Lease Payments

TOTAL OEM (sum lines 1,3, So, 6.7 less lines 2,4, 5)

Transmission
Allocator (Col 3 times Col 4)

RUS Form 12
Reference

l2aA8b+A 16b

I2i A 8a
l2aA l3.b+A lOb

12h.B Sc
121i B 7

Company Total

13,736,318
3,085,817

28,620,280
0

1,819,284
641,009

0
0

38,112,507

5,182,459
2,38,155

TE 0 86297
IF. 086297
W/S 0 13894
WIS 013894
W/S 0 13894
TE 0 86297
CE 0 13894
NA I 00000

11,854,069
2,645,717
3,976386

0
252,764
5S 3, 174

0
0

13,485,148

NA

0
0

U



FERC Electric Tariff, fourth Revised Volume No I
Attachment 0

page 4 of5

Formula Rate - Non-Leveliced Rate Formula Template For the 12 months ended 10/31/10
Utilizing RUS Form 12 Data

Big Rivers Electric Corporation

Line
No. SUPPORTING CALCULATIONS AND NOTES

TRANSMISSION PLANT INCLUDED IN ISO RATES
I Total transmission plant (page 2, line 2, column 3) 237,659,206

2 Less transmission plant excluded from ISO rates (Note M) 0

3 Less transmission plant included in OATT Ancillary Services (Note N) 2,268,970

4 Transmission plant incltided in ISO rates (line I less lines 2 & 3) 229390,235

5 Percentage of transmission plant included in ISO Rates (line 4 divided by line I) 0 96521

TRANSMISSION EXPENSES

6 Total transmission expenses (page 3, line 1, column 3) 13,736,318
7 Less transmission expenses included in OATT Ancillary Services (Note C) 1,454,938

8 Included transmission expenses (line 6 less line 7) 12,281,380

9 Percentage of transmission expenses after adjustment (line 8 divided by line 6) 0 89408

10 Percentage of transmission plant included in ISO Rates (lineS) 09652!

II Percentage of transmission expenses included in ISO Rates (line 9 times line 10) 086297

WAGES & SALARY ALLOCATOR fW&S) $ TP Allocation

12 Production 38,542,468 0 00 0
13 Transmission 6,480,848 0.97 6,255,357

14 Distribution 8 0,00 0 W&S Allocator

5 Other 0 0 00 0 (S / Allocation)

16 Total (suto lines 12-15) 45,023,316 6,255,357 0 13894

COMMON PLANT ALLOCATOR (CE) (Note 0) $ % Electric Labor Ratio

I? Electric 1,943,034107 (line 17 / line 21 (line 16) CE

18 Gas 0 1.00000 0 13894 = 666

19 Water 0

20 Total (sum lities 17-19) 1,913,034,107

REIURN(R) $

21 Long Term Interest l2a A 22 b $47622710

Cost
S % (Note P) Weighted

22 LongTenn Debt l2a B 45 + 846 + B SI + 852 815,322,539 68% 00584 00397 WCCTD

23 Proprietary Capital 12a B 38 385,705,395 32% 0 1238 0.0398

24 Total (sum lines 22-23) 1,201,027.934 100% 00794 =R

25 Proprietary Capital Cost Rate = 12 38%

26 TIER-’ 074

REVENUE CREDITS
Load

ACCOUNT 447 (SALES FOR RESALE)

27 a Bundled Non-RQ Salea for Resale (Note Q) 0

28 b. BandIed Sales for Resale included in Divisor on page 1 0

29 Total of(a)-fb) 0

30 ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) (Nate R) $26,250

ACCOUNT 456 (OTHER ELECTRIC REVENUES)

3! a Transmission charges for all transmission transactions $13,752,495

32 b Transmission charges for all transmission transactions included in Divisor ott page I S303,198
32a c. Transmissian charges associated with Scltedule 26 (Note V) SO

33 Total of fa)-(b)-{c) S 13,449,298

Case No. 2011.00036
ExhIbit Seelye.8
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Issued by: Stephen G Kozey, Issuing Officer Effective: December 1,2010
Issued on: October 1.2010
Midwest ISO
FERC Electric Tariff, Fourth Revised Volume No I

Attachment 0
page 5 of 5

Formula Rata - Non-Levelized Rate Formula Template For the 12 mondia ended i0131/l0
tltilizing RUS form 12 Data

Big Rivera Electric Corporation

General Note: References to pages in this formulaty rate are indicated as: (pageS, mcli, col II)
References to data from RUS Form I2 are indicated as: S x.y z (page,section, line, colunm)

Nate To the extent the page references to RUS Form 12 are missing, the entity will include a “Notes” section in the RUS 12 to provide this data
Letter

A The utility’s maximum monthly megasvntt load (60-minute integration) for RQ service at time of ISO coincident monthly peaks RQ service is service which the tupplier plans to provide
B Includes LF, IF, CU, IU service LF means “firm service” (cannot he interrupted for economic reasons and is intended to remain reliable even under adverse conditions), and long-term
C LF as dePuted above at time of ISO coincident monthly peaks
B CF as defleed above at time of ISO caincident monthly peaks
E The FERC’s annual charges for the year assented the Transmission Owner for service ueder this tariff, if any
F The balances in Accounts 190,281, 282 and 283, as adjusted by any amounts in contra accounts identified as regulatory assetaor liabilities related to FASB 106 or 109 Balance of
G Transmission related only
H Cash Working Capital assigned to transmission is one-eighth of O&M allocated to transmission at page 3, line 8, columnS Prepayments are the electric related prepayinents beoked to
I Line 5 - EPRI Annual Membership Dues, all Regulntory Commission Expenses, and nan-safety related advertising Line Sa - Regulatory Cotnminsion Expenses directly related to

Includes only PICA, unemployment, highway, property, gross receipts, and other assessments charged in thu current year Taxes related to income are excluded Gross receipts taxes are
K The currently effective income tax rate, where FIT is the federal income tax rate; SIT is the State income tax rate, and p “the percentage of federal income tax deductible for state

Inputs Required: FIT 000%

SIT 0 00% (State Income Tax Rate or Composite SIT)
p 0 00% (percent of federal income tax deductible for state purposes)

L Removes dellar amount of transmission expenses included in the OATT ancillary services rates, including all of Account No 561
M Removes transmission plant determined by Commission order lobe state-jurisdictional according to the seven-factor test (until RUS 12 balances are adjusted to reflect application of
N Removes dollar amount of transmistian plant included in Isa development of OATT ancillary services rutes and generation step-up facilities, wInch are deemed included in OATT
0 Enter dollar amounts
P Debt cost rate long-leon interest (line 21)/long term debt (line 22) The Proprietary Capital Cost rate is implicit, a residual calculation after TIER is determined TIER will be

Q Line 29 must equal zero since all shortierm posver sales must be unbitndled and the transmission component reflected in Account No 456 and all ollter uses are to be included in the
R Includes income related only to transmission facilittea, such an pole attachments, rentals and special usa
S Grandfathered agreements svltose rates have been changed to eliminate or mitigate pancaking - the revenues are included in line 4, page I and the loads are included inline 13, page I
I The revenues credited on page 1, lines 2-5 shall include only the amounts received directly (in the case ot grnndfatlteted agreements) or from the ISO (for service under tIns tariff)
U Pursuant to Attachment GG of the Midwest ISO Tari1T removes dollar amount of revenue reqsiremenis calculated purauastt to Attachment GG and recovered tutder Schedule 26 of the
V Removes fmnisi revenue credits revenues that are distributed pursuant to Schedule 26 of the Midwest ISO Tariff, since the Transmission Osvner’s Attaclunent 0 revenue requirements have
W Line 7a reflects an adjusimeitt to incorporate Big Rivers’ existing OATT rates as approved by the Kentucky Public Service Commission (KPSC) under whose jurisdiction Big Rivers’ rates

Issued by: Stephen C Kazey, Issuing Officer Effective: December 1,2010
Issued on: October 1, 2Q10

Case No, 2011-00036
Exhibit Seelye-8
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20101124-3036 FERC PUF (Unofficial) 11/24/2010

133 FERC ¶ 61,175
UNITED STATES OF AMERICA

FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Jon Wellinghoff, Chairman;
Marc Spitzer, Philip D. Moeller,
John R. Norris, and Cheryl A. LaFleur.

Midwest Independent Transmission Docket Nos. ER1 1-16-000
System Operator, Inc. and

Big Rivers Electric Corporation ER1 1-15-000

ORDER CONDITIONALLY ACCEPHNG PROPOSED TARIFF REVISIONS

(Issued November 24, 2010)

1. In this order, we address two separate filings, Docket Nos. ERY1-15-000 and
ER11-16-000, submitted by Big Rivers Electric Corporation (Big Rivers) and Midwest
Independent Transmission System Operator, Inc. (Midwest ISO) (collectively,
Applicants) on October 4, 2010 to revise Midwest ISO’s Open Access Transmission,
Energy and Operating Reserve Markets Tariff (Tariff) to facilitate Big Rivers joining
Midwest ISO as a transmission-owning member on December 1, 2010.’ With regard to
Docket No. ER1 1-15-000, we conditionally accept for filing Big Rivers’ Attachment 0
formula rate, to be effective December 1, 2010 through and including December 31,
2011. With regard to Docket No. ER1Y-16-000, we conditionally accept for filing
Applicants’ proposed revisions to Schedules 7, 8, 9, and 26 of Midwest ISO’s Tariff, to
be effective as of the date of Big Rivers’ full integration into Midwest ISO, as requested,
subject to a compliance filing as discussed below.

I. Background

2. Midwest ISO is a Commission-approved Regional Transmission Organization
(RTO) that provides transmission service pursuant to rates, terms and conditions of its
Tariff on file with the Commission. Among other things, Midwest ISO provides point-
to-point transmission service and network integration transmission service under its
Tariff. Big Rivers is a not-for-profit generation and transmission cooperative providing

‘As the administrator of the Tariff, Midwest ISO joins Big Rivers in this filing to
amend the Tariff but takes no position on the substance of the filing.

Case No. 2011-00036
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wholesale power and transmission service to its three-member distribution cooperatives
in Western Kentucky. Big Rivers’ three-member distribution cooperatives are: Kenergy
Corporation; Jackson Purchase Energy Corporation; and Meade County Rural Electric
Cooperative Corporation. Big Rivers has announced its intent to join Midwest ISO as a
transmission owner and plans to integrate its facilities into Midwest ISO on December 1,
2010.

II. Description of Filings

A. Docket No. ER1I-15-000

3. On October 4, 2010, Applicants filed revisions to Midwest ISO’s Tariff to include
Big Rivers’ company-specific Attachment 0 template. Applicants state that Big Rivers is
currently seeking approval from the Kentucky Public Service Commission (Kentucky
Commission) to transfer functional control of its transmission facilities to Midwest ISO
on December 1, 2010.2 Applicants seek approval of deviations from Midwest ISO’s
Attachment 0 formula rate template (Non-Levelized Rate Formula Template Using Rural
Utilities Service Form 12 Data). Specifically, Applicants request, on an interim basis, to
use rates for firm and non-firm point-to-point and network integration transmission
services currently contained in Big Rivers’ safe harbor Open Access Transmission Tariff
(OATT), which the Kentucky Commission has approved, until such time that Big Rivers
can obtain approval from the Kentucky Commission to use Midwest ISO’s Attachment 0
formula rate.3

4. Applicants state that the Kentucky Commission approved an “unwind” of Big
River’s long-term lease of its generation facilities to various subsidiaries of EON US
LLC (Unwind Transaction), which stipulated that Big Rivers is obligated to file with
the Kentucky Commission to adjust its rates, including its transmission rates, within

2 Subsequent to the date of filing in this proceeding, the Kentucky Commission
approved Big Rivers’ request to transfer functional control of its transmission system to
Midwest ISO. In re Application of Big Rivers Elec. Corp. for Approval to Transfer
Functional Control of its Transmission System to Midwest Indep. Transmission Sys.
Operator, Inc., Case No. 20 10-00043, at 12 (Nov. 1, 2010).

‘ Applicants state that Big Rivers filed its safe harbor OATT with the Commission
on April 22, 2009 in Docket No. N109-3-000. The Commission conditionally accepted
Big Rivers’ OATT on September 17, 2009, subject to a compliance filing addressing
certain non-rate terms and conditions. Applicants Transmittal Letter, Docket
No. ER1 1-15-000, at 3-4 (citing Big Rivers Etec. Corp., 12$ FERC ¶ 61,264 (2009)).
Applicants state that Big Rivers made the compliance filing on December 16, 2009, but
that the Commission has not yet acted on the compliance filing. Id. at 4.
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three years of the date of closing of the Unwind Transaction (July 16, 2009). Applicants
state that Big Rivers anticipates submitting a filing with the Kentucky Commission to
adjust its transmission rates to be effective no later than January 1, 20l2. Applicants
state that Big Rivers will seek approval from the Kentucky Commission at that time to
adjust its transmission rates to utilize the Midwest ISO Attachment 0 formula rate. Until
the Kentucky Commission approves such adjustments, however, Applicants state that it is
necessary for Big Rivers to utilize certain limited variances from the Attachment 0
formula rate.6 Accordingly, Applicants seek to utilize Big Rivers’ existing OATT rates
until such time as it can obtain approval from the Kentucky Commission, as described
above.

5. Specifically, Applicants propose the following deviations to Big Rivers’
Attachment 0:

Revenue Adjustment, page 1, line 7a: As explained in a new Note W on page 5
to Big Rivers Attachment 0, “Line 7a reflects an adjustment to incorporate Big
Rivers’ existing OATT rates as approved by the [Kentucky Commission] under
whose jurisdiction Big Rivers’ rates are subject. The rates as derived using the
Midwest ISO Tariff Attachment 0 formul[a] will be adjusted to equal the existing
rates approved by the [Kentucky Commission].” Applicants state that the
Revenue Adjustment is necessary to adjust the rates up or down in order to
produce the revenue requirement that is consistent with Big Rivers’ current OATT
rates. Applicants state that Big Rivers cannot change this revenue requirement
without the approval from the Kentucky Commission.7

L Net Revenue Requirement, page 1. line 7: Applicants state that Big Rivers has
included language to reflect that the Net Revenue Requirement includes the
Revenue Adjustment.8

6. Applicants assert that the deviations from Midwest ISO’s Attachment 0 formula
rate are just and reasonable. In addition, Applicants argue that Big Rivers’ circumstances
are unique in that it will he the only Midwest ISO transmission owner whose rates under

41d.

51c1.

6

71d.

81d.

Case No. 20 11-00036
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Midwest ISO’s Tariff are subject to state commission approval. Applicants request an
effective date of December 1, 2010, and that the Commission issue an order accepting
these tariff sheets no later than November 24, 201

B. Docket No. ER11-16-000

7. Also, on October 4, 2010, Applicants filed revisions to: Schedule 7 (Long-Term
Firm and Short-Term Firm Point-to-Point Transmission Service); Schedule 8 (Non-Firm
Point-to-Point Transmission Service); Schedule 9 (Network Integration Transmission
Service); and Schedule 26 (Network Upgrade Charge From Transmission Expansion
Plan) of Midwest ISO’s Tariff to reflect the addition of Big Rivers as a pricing zone in
connection with its proposed integration into Midwest ISO. The proposed revisions
adopt Midwest ISO’s Commission-accepted transmission formula rate template contained
in Attachment 0 to the Tariff, with the exception of the deviations outlined above in
Docket No. ER11-15-000. According to Applicants, by transitioning to Midwest ISO’s
Attachment 0 formula rate, Big Rivers will fully migrate to the Tariff and he subject to
the same terms and conditions of service as are other Midwest ISO transmission owners
that utilize the Attachment 0 formula rate.10

8. Applicants request that the Commission accept the proposed revisions, without
condition or suspension, to be effective as of the date of Big Rivers’ full integration into
Midwest ISO, which is currently scheduled for December 1, 2010. Applicants assert that
granting this request is consistent with prior Commission orders wherein the Commission
addressed formula rates for transmission owners in Midwest ISO and other RTOs in
which the Commission approved those rates with no more than nominal suspension
periods.11

III. Notice of Filing and Responsive Pleadings

9. Notice of Applicants’ filings in Docket Nos. ER11-15-000 and ER11-16-000 were
published in the Federal Register, 75 Fed. Reg. 63,457 (2010), with interventions or
protests due on or before October 25, 2010.

9id. at2.

10 Applicants Transmittal Letter, Docket No. ER1 1-16-000, at 2.

‘ Id. at 1 (citing Va. Flee. & Power Co., 123 FERC ¶ 61,098 (2008); Duquesne
Light Co., 118 FERC ¶ 61,087 (2007);Xcel Energy Servs., Inc., 121 FERC ¶ 61,284
(2007); Michigan flee. Transmission Co., 117 FERC ¶ 61,314 (2006); Int’l Transmission
Co., 116 FERC ¶ 61,036 (2006)).

Case No. 2011-00036
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10. American Municipal Power, Inc. and Consumers Energy Company filed timely
motions to intervene in Docket Nos. ER11-15-000 and ER11-16-000. Midwest ISO
Transmission Owners (Midwest ISO TOs)’2 filed a timely motion to intervene and
comments in Docket Nos. ERY1-15-000 and ER1 1-16-000. Hoosier Energy Rural
Electric Cooperative, Inc. (Hoosier) filed a timely motion to intervene and comments in
Docket No. ER1Y-16-000. Big Rivers filed an answer to Midwest ISO TOs’ comments
in Docket No. ERI 1-15-000.

IV. Discussion

A. Procedural Matters

11. Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure,
1$ C.F.R. § 385.214 (2010), the timely, unopposed motions to intervene serve to make
the entities that filed them parties to the proceedings in which they intervened. Rule
21 3(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R.
§ 385.2 l3(a)(2) (2010), prohibits an answer to a protest unless otherwise ordered by the
decisional authority. We will accept Big Rivers’ answer because it has provided
information that assisted us in our decision-making process.

12 Midwest ISO TOs for purposes of this filing consist of: Ameren Services
Company, as agent for Union Electric Company, Central Illinois Public Service
Company, Central Illinois Light Co., and Illinois Power Company; American
Transmission Company LLC; American Transmission Systems, Inc., a subsidiary of
FirstEnergy Corp.; City of Columbia Water and Light Department (Columbia, Missouri);
City Water, Light & Power (Springfield, Illinois); Dairyland Power Cooperative; Duke
Energy Corporation for Duke Energy Ohio, Inc., Duke Energy Indiana, Inc., and Duke
Energy Kentucky, Inc.; Great River Energy; Hoosier Energy Rural Electric Cooperative,
Inc.; Indiana Municipal Power Agency; Indianapolis Power & Light Company;
International Transmission Company; ITC Midwest LLC; Michigan Electric
Transmission Company, LLC; Michigan Public Power Agency; MidAmerican Energy
Company; Minnesota Power (and its subsidiary Superior Water, L&P); Montana-Dakota
Utilities Co.; Northern Indiana Public Service Company; Northern States Power
Company and Northern States Power Company, subsidiaries of Xcel Energy Inc.;
Northwestern Wisconsin Electric Company; Otter Tail Power Company; Southern
Illinois Power Cooperative; Southern Minnesota Power Agency; Wabash Valley Power
Association, Inc.; and Wolverine Power Supply Cooperative, Inc.

Case No. 2011-00036
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B. Substantive Matters

1. Docket No. ER11-15-000

a. Comments

12. Midwest ISO TOs state that they do not oppose the use of Big Rivers’ Attachment
0, but they believe that certain aspects of the filing should be modified or clarified.
Specifically, Midwest ISO TOs assert that the Commission should require Applicants to
modify Big Rivers’ Attachment 0 to state that it is being adopted on an interim basis and
shall remain in effect no later than December 31, 2011. At that point, Midwest ISO TOs
state, Applicants can make the necessary filings to adopt the appropriate formula rate for
Big Rivers. Midwest ISO TOs express concern that while Big Rivers anticipates filing
the standard Attachment 0 template to become effective January 1, 2012, Big Rivers
makes no finn commitment to do so. Midwest ISO TOs state that although Big Rivers is
making these statements in good faith, this lack of a finn end-date for the use of Big
Rivers’ Attachment 0 could mean that the rate formula remains in use indefinitely in a
manner that is different from the representations made in the instant filing. Alternatively,
Midwest ISO TOs request that the Commission condition its acceptance of Big Rivers’
Attachment 0 upon Big Rivers submitting a filing to adopt an appropriate formula rate
for Big Rivers, to become effective no later than January 1, 2012.13

13. In addition, Midwest ISO TOs assert that Applicants need to address the impact of
Schedules 26 and proposed 26-A (Multi-Value Project Usage Rate)14 and the charges
allocated and billed to the Big Rivers pricing zone during the interim period. Midwest
ISO TOs state that Midwest ISO’s Tariff contains a number of additional charges other
than the base transmission charges (i.e., Schedules 7, 8, and 9), including charges under
Schedule 26 and proposed Schedule 26-A. Midwest ISO TOs state that charges imposed
under these schedules will be billed to and collected from Big Rivers, but it is unclear
how Big Rivers will treat any charges allocated and billed to its zone under Schedule 26
and proposed Schedule 26-A. For example, Midwest ISO TOs question whether Big
Rivers will treat these charges as an add-on charge that is recovered in addition to its
proposed rates or, alternatively, be deemed to be part of Big Rivers’ base transmission
rates. Because Schedule 26 and proposed Schedule 26-A are intended to recover the

13 Midwest ISO TOs Comments, Docket No. ER11-15-000, at 5.

14 On July 15, 2010, Midwest ISO submitted to the Commission a new Schedule
26-A as part of a joint filing with certain Midwest ISO Transmission Owners in Docket
No. ER1O-1791-000. The proposed Schedule 26-A would establish a new category of
transmission projects designated as Multi-Value Projects and a corresponding cost
allocation methodology for such projects. This filing is pending before the Commission.

Case No. 2011-00036
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costs of new transmission facilities for every transmission owner that has revenue
requirements for facilities that qualify, Midwest ISO TOs claim that these charges
recover more than just Big Rivers’ revenue requirements. Midwest ISO TOs contend
that Applicants should he required to clarify how any Schedule 26 and proposed
Schedule 26-A charges allocated and billed to the Big Rivers’ zone during the interim
period will be treated for purposes of Big Rivers’ Attachment 15

14. Finally, Midwest ISO TOs state that Applicants should clarify the effects of Big
Rivers’ Attachment 0 on Midwest ISO’s drive-out and drive-through rates and on
revenue distribution under Midwest ISO’s Transmission Owners Agreement.’6
Specifically, Midwest ISO TOs state that the rates for drive-out and drive-through
transmission services are based on the total net revenue requirements for all transmission
owners within Midwest ISO, divided by total load within Midwest JQ17 In addition,
Midwest ISO TOs state that under Midwest ISO’s Transmission Owners Agreement,
revenues for certain transmission services, including drive-out and drive-through
transactions, are distributed to all transmission owners.’8 Midwest ISO TOs argue that
acceptance of Big Rivers’ Attachment 0 should have no impact on the method used to
develop the Midwest ISO drive-out and drive-through rates or the resulting revenue
distribution. Regardless of whether the Commission accepts Big Rivers’ Attachment 0,
Midwest ISO TOs state that Applicants should clarify that: (1) transmission customers
taking service under the Tariff that exit the Big Rivers pricing zone will pay the drive-out
and drive-through rate established pursuant to Attachment 0; and (2) the distribution of
revenues to the Midwest ISO Transmission Owners will include transmission revenues
deriving from transmission service exiting the Big Rivers pricing zone.19

‘ Midwest ISO TOs Comments, Docket No. ER11-15-000, at 6.

16 The formal name of the Transmission Owners Agreement is the Agreement of
Transmission Facilities Owners to Organize the Midwest Independent Transmission
System Operator, Inc., A Delaware Non-Stock Corporation.

17 Midwest ISO TOs Comments, Docket No. ERY 1-15-000, at 7 (citing Midwest
ISO Tariff, FERC Electric Tariff, Third Revised Vol. No. 1, Second Revised Sheet
No. 1316).

‘ Id. (citing Midwest ISO, Transmission Owners Agreement, Appendix C,
§ III.A.7 and 111.3).

19 Id.
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b. Answer

15. In response to Midwest ISO TOs’ concern that the interim formula rate lacks a
firm end-date, Big Rivers reiterates that Its transmission rates are subject to the
jurisdiction of the Kentucky Commission, and cannot be changed without the Kentucky
Commission’s approval. Accordingly, Big Rivers states that it cannot commit to a firm
end-date for the use of the proposed Big Rivers’ Attachment 0. However, Big Rivers
does commit to submitting a filing with the Commission, to become effective no later
than January 1, 2012, to propose a rate formula to be employed thereafter. In the event
that Big Rivers does not receive approval from the Kentucky Commission to utilize a
different rate, Big Rivers asserts that it will seek to retain the existing formula rate.
However, Big Rivers states that it would not object to a Commission order that allows
Big Rivers’ Attachment 0 to remain in effect only through December 31, 2011 •20

16. With regard to Midwest ISO TOs’ request for clarification concerning how
charges under Schedule 26 and proposed Schedule 26-A will he treated, Big Rivers
clarifies that it is not proposing to change Big Rivers’ Attachment 0 to reflect any
amounts that maybe allocated and billed to Big Rivers’ zone. Big Rivers states that the
formula rate in the proposed Big Rivers’ Attachment 0 reflects the cost of existing
facilities, and it is unlikely that Big Rivers would be assessed any charges under these
schedules during the interim period. Big Rivers, however, asserts that if these charges
should occur, the charges will he paid, as required under Midwest ISO’s Tariff, and
would not result in any changes to Big Rivers’ Attachment 0 rates.2’

17. Finally, in response to the requested clarification concerning the impact of Big
Rivers’ Attachment 0 on Midwest ISO’s drive-out and drive-through rates, Big Rivers
states that its Attachment 0 is not intended to have any impact on the method used to
develop Midwest ISO’s drive-out and drive-through rates or the resulting revenue
distribution under Midwest ISO’s Transmission Owners Agreement.22

c. Commission Determination

18. We will conditionally accept Big Rivers’ Attachment 0 formula rate. As an initial
matter, we find it reasonable to accept Big Rivers’ non-conforming Attachment 0 until
such time that Big Rivers receives approval from the Kentucky Commission to use the
Midwest ISO Attachment 0 formula rate. We find that the completion of the Unwind

20 Big Rivers Answer at 3.

21 at 3-4.

Id. at 4.
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Transaction, coupled with Big Rivers rates being subject to the Kentucky Commission
authority, present unique circumstances for Big Rivers’ Attachment 0 formula rate.23
Thus, we find it appropriate to allow Big Rivers to adjust its revenue up or down
commensurate with its state-approved transmission service rates. However, as Midwest
ISO TOs point out, we are concerned that Big Rivers’ non-conforming Attachment 0
lacks a firm end-date.24 Therefore [consistent with Big Rivers’ answer,] we conditionally
accept Big Rivers’ Attachment 0 formula rate to he effective December 1, 2010 through
and including December 31, 2011 (Interim Period). We note, however, that this
acceptance with an end-date of December 31, 2011 does not foreclose Applicants from
making a filing at an earlier date to adopt an appropriate formula rate for Big Rivers.

19. With respect to Midwest ISO TOs concerns regarding Big Rivers’ impact on
Schedule 26 and proposed Schedule 26-A, we find that Big Rivers’ answer addresses
Midwest ISO TOs concern and clarifies that Big Rivers is unlikely to he assessed any
charges under Schedule 26 or proposed Schedule 26-A prior to January 1, 2012 [but
should that occur, the charges will be paid by the zonal load as required under the Tariff
and would not result in any changes to Big Rivers’ Attachment 0 rates].

20. finally, with regard to Midwest ISO TOs request for clarification concerning the
impact of Big Rivers’ proposed Attachment 0 on drive-out and drive-through rates and
the resulting revenue distribution pursuant to Midwest ISO’s Transmission Owners
Agreement, we find that Big Rivers’ answer provides Midwest ISO TOs requested
confirmations and therefore addresses their concerns. Big Rivers clarifies that its
proposed Attachment 0 is not intended to have any impact on the method for calculating
these rates or the associated revenue distribution. Big Rivers states that it concurs with
Midwest ISO TOs clarification.

21. Accordingly, we will conditionally accept for filing Big Rivers’ Attachment 0
formula rate, as clarified arid modified in Big Rivers’ answer, to be effective December 1,
2010 through and including December 31, 2011, as discussed above.

23 We note that the Commission previously accepted Big Rivers’ transmission
service rates contained within its safe harbor OATT. See supra note 3.

24 Applicants anticipate submitting a filing to the Commission to adjust its rates
to utilize the Midwest ISO Attachment 0 formula rate to be effective no later than
January 1,2012. See supraP4.

Case No. 2011-00036
Exhibit Seelye-9

Page9of 11



20101124-3036 FERC PDF (Unofficial) 11/24/2010

Docket Nos. ERY 1-16-000 and ER1 1-15-000 10

2. Docket No. ER11-16-000

a. Comments

22. Midwest ISO TOs and Hoosier request that Midwest ISO clarify which of Big
Rivers’ planned or proposed transmission projects will be subject to cost allocation
pursuant to Attachment fF of Midwest ISO’s Tariff and cost recove;y pursuant to
Schedule 26.25 Midwest ISO TOs and Hoosier state that under the Midwest ISO
Transmission Expansion Plan (MTEP) process, set forth in Attachment fF of Midwest
ISO’s Tariff, projects are subject to a determination of cost allocation at the time the
projects are approved.26 Because Big Rivers is not yet a Transmission Owner within
Midwest ISO, Midwest ISO TOs and Hoosier argue that Big Rivers should have no
planned or proposed projects that are subject to cost allocation under these provisions
prior to the MTEP 2011 planning cycle at the earliest. Midwest ISO TOs and Hoosier
note that the Commission directed Midwest ISO to provide similar clarifications in
proceedings involving the integration of Dairyland Power Cooperative and MidAmerican
Energy Company into Midwest 150.27 If Midwest ISO cannot or does not provide such
clarification, Hoosier requests that the Commission require Applicants to provide
justification for including the projects in question prior to approving the proposed
revisions to the Tariff.28

b. Commission Determination

23. We will conditionally accept the proposed revisions to Schedules 7, 8, 9, and 26 of
Midwest ISO’s Tariff to reflect the addition of Big Rivers as a pricing zone in connection
with its proposed integration with Midwest ISO, to be effective as of the date of Big

25 Midwest ISO TOs Comments, Docicet No. ER 11-16-000, at 3; Hoosier
Comments at 3.

26 Midwest ISO TOs Comments, Docket No. ER11-16-000, at 3 (citing Midwest
ISO, FERC Electric Tariff, Third Revised Vol. No. 1, Second Substitute Original Sheet
No. l$39C.01); Hoosier Comments at 3 (citing Midwest ISO, FERC Electric Tariff,
Third Revised Vol. No. 1, Substitute Original Sheet No. 1840).

27 Midwest ISO TOs Comments, Docket No. ER11-l6-000, at 4 (citing Midwest
Indep. Transmission 8ys. Operator, Inc., 131 FERC ¶ 61,187, at P 14 (2010) (Daiiyland);
Midwest Indep. Transmission Sys. Operator, Inc., 128 FERC ¶ 61,046, at P 61(2009)
(MidA merican)).

2$ Hoosier Comments at 4.
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Rivers’ full integration into Midwest ISO, which is currently scheduled for December 1,
2010, as requested, subject to the compliance filing ordered below.

24. With respect to Midwest ISO TOs’ and Hoosier’s requests for Midwest ISO to
clarify which of Big Rivers’ projects will be subject to cost allocation pursuant to
Attachment fF of Midwest ISO’s Tariff and cost recovery pursuant to Schedule 26, we
will require, consistent with Dairytand and MidArnerican, that Applicants provide these
clarifications in a compliance filing, due within 30 days of the date of this order.

The Commission orders:

(A) Big Rivers’ Attachment 0 formula rate is hereby conditionally accepted for
filing, to be effective December 1, 2010 through and including December 31, 2011, as
discussed in the body of this order.

(B) The proposed revisions to Schedules 7, 8, 9, and 26 of Midwest ISO’s
Tariff are hereby conditionally accepted for filing, to be effective as of the date of Big
Rivers’ full integration into Midwest ISO, as requested, as discussed in the body of this
order.

(C) Applicants are hereby directed to make a compliance filing, due within
30 days of the date of this order, as discussed in the body of this order.

By the Commission.

(S E A L)

Nathaniel I. Davis, Sr.,
Deputy Secretary.

Case No. 2011-00036
Exhibit Seelye-9

Page 11 of 11



Exhibit $eelye-iO

Temperature Normalization Adjustment



Big River Electric Corporation
Temperature Normalization Adjustment
12 Months Ended October 31, 201D

Temperature
Normalization

Adjustment
with

# Item Banding

(1) Normalization Adjustment- kWh (20,667174)

(2) Rural Charge per kWh $ 0.0204

(3) Revenue Adjustment $ (421,610)

(4) Base Fuel and Variable Cost per kWh $ 0.01429

(5) Expense Adjustment $ (295,293)

(6) Net Adjustment $ (126318)

Case No. 201 1-00036
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Big River Electric Corporation
Base Fuel Cost and Variable O&M Expense
12 Months Ended October 31, 2010

Acct Description Test Year Expenses

512 MAINTENANCE OF BOILER PLANT $ 30113,309
513 MAINTENANCE OF ELECTRIC PLANT 6,251,804
514 MAINTENANCE OF MISC STEAM PLANT 877,364
554 MAINTENANCE OF ELECTRIC PLANT - HYDRO
545 MAINTENANCE OF MISC HYDRO PLANT
558 DUPLICATE CHARGES

Total Variable Production Expenses $ 37,242,478

Total Sales (kWh) 10,436,840,268

Variable O&M Expenses per kWh 0.00357

FAC Base 0.01072

Total 0.01429
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